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PREFACE 


In December, 1947, the Carnegie Endowment published a 
survey of the European Recovery Program based upon the pre- 
liminary studies that had been made by the Committee of 
European Economic Cooperation and by three committees of the 
United States Government that had been appointed by the 
President. The present study summarizes the major develop- 
ments since that time, including the adoption of the legal instru- 
ments which provide the basic framework, the creation of the 
administrative machinery, the accomplishments to date and the 
long-term programs as reviewed by the Organization for Euro- 
pean Economic Cooperation. 

Since the Foreign Assistance Act was passed on April 3, 1948, 
an Economic Cooperation Administration has been set up in 
Washington with a special representative in Paris and Economic 
Missions have been established in the participating countries. 
Approval has been granted for the expenditure of approxi- 
mately $5 billion of aid, including $837 million in loans, for the 
period ending March 30, 1949. 

The participating countries have formed an Organization for 
European Economic Cooperation as a central coordinating body 
for developing a joint recovery program. By unanimous agree- 
ment, an integrated European program for the first year from 
July 1, 1948 to June 30, 1949 has been drawn up, and reponsi- 
bility for allocating aid for that period among the participating 
countries has been assumed by the Organization. A joint pro- 
visional program for the second year has also been prepared and 
an estimate of the aid necessary to carry it out—$4347 million 
exclusive of United States administrative costs. In addition, the 
Organization has made a preliminary analysis of the individual 
four-year programs of the participating countries. Finally, an 
Intra-European Payments Scheme, designed to stimulate trade 
and to lessen the dependence of these countries upon the dollar 
standard, has been put into operation. 


This summary was prepared by Melvin J. Fox and Anne 
Winslow, assisted by other members of the Endowment staff. 





CONTENTS 


Preface 


Introduction, by James T. Shotwell . 


Framework for the Recovery Program . 


The Operation of the Economic Cooperation Admin- 
Eh & chs so eo Sacegee he ee ale aidan 


The First Annual Program. .....2.2.2..-.- 4 
DCM oe ee ee ee 8 ke ee 


Published monthly, except July and August 


Editorial and General Offices, 405 West 117th Street, 
New York 27, N. Y. 

Subscription price 75 cents for one year, $2.00 for 
three years. Single copies ten cents 
Reentered as second-class matter September 9, 1948 
at the post office at New York, N. Y., under the act 
of March 3, 1879 


EB 181 





EUROPEAN RECOVERY 
INTRODUCTION 


With but one exception—that of war and peace—the problem 
with which this paper deals is the most important one which 
confronts the world today. The economic recovery of Europe is 
much more than an incident in the history of civilization, it is a 
test of the validity of that economic structure which has been 
built up through the centuries by the nations of the Western 
European culture. Even if there had been no world wars, that 
test would almost certainly have come sooner or later, for the 
recurring cycles of prosperity and depression have long been rec- 
ognized as symptoms of maladjustments in world economy. But 
two world wars have forced the issue in catastrophic terms so 
that it can no longer be left to academic debate. Perhaps the most 
important result which could come from the program for Euro- 
pean Economic Cooperation would be a new awareness of the 
magnitude of the problem which confronts us, for it is not 
merely the recovery from the loss and damage caused by the war 
which has to be dealt with, it is a major readjustment in the 
economic system of free nations based upon the fundamental 
principle long recognized in theory, but ignored in practice, that 
the wealth of nations depends in the last resort on the prosperity 
of the world community. 

The document which follows does not enter into any of these 
problems of the present and future; it only furnishes the statis- 
tical data which show that those problems are already on the 
threshold of world affairs. It is based on the Interim Report 
prepared by the Organization for European Economic Coopera- 
tion, which in itself reviews the nineteen separate national plans 
for Western European recovery called for by the OEEC. 

This Report is to be followed by a second one dealing with 
the interplay of national plans, integrated on a more interna- 
tional basis. There is little hint as yet of how that may proceed, 
but it should be a matter of profound satisfaction that the initial 
statements are strictly factual and devoid of wishful thinking. 
The foundations for future planning are sound. This means 
that they will disappoint those who had expected that the four 
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years of dollar subsidies would be enough to bring the interna- 
tional trade balance of Europe into equilibrium by 1952. Calcu- 
lating on the basis of the experience of this last year, these high 
hopes cannot be realized, for the European deficit would still 
run somewhere between one billion and three billion dollars. It is 
well to have these figures before us now because they should 
serve as a warning against any undue optimism by those who 
may have hoped to leave the whole problem of economic recovery 
behind them in the space of four short years. 

On the other hand there is an equal danger in the ready ac- 
ceptance of these deficit estimates as final and conclusive. While 
it is true that, as The Economist in its issue of January 8th points 
out, European economy of the nineteenth-century type was stead- 
ily losing out in the world market because of the industrialization 
of areas. which were formerly producing raw materials, it is 
surely a misleading conclusion to regard this process as one 
which is inherently injurious to the European countries. On the 
contrary, unless it is restricted by artificial barriers, trade tends 
to develop most between those countries which are highly de- 
veloped rather than in what may be termed colonial economy. 
Therefore, there is ultimate gain in the universalization of im- 
proved methods of production. But this process cannot be forced 
along too rapidly without serious stresses and strains. The heart 
of the problem is a matter of timing. The countries of the old 
world cannot suddenly readjust themselves to a new world econ- 
omy. And yet the idea that they are growingly bankrupt because 
of that new world economy is a misreading of history. 

This brings us to the threshold of the future. The recovery of 
Europe should be planned not merely as an episode, however 
vast and imposing in itself. It should be coordinated with long- 
range policies of freer trade and safer conditions of investment. 
It should envisage the emancipation of world economy from the 
recurring threat of nationalist exclusiveness in mercantilist restric- 
tions for the home market. This has already come to the fore 
in the European scene as well as in the case of the United States. 
It is a problem even harder to deal with than that with which 
we have been grappling in the European recovery, but the lesson 
of that great experiment is already becoming clear. 


James T. SHOTWELL 





Cuapter I 


FRAMEWORK FOR THE RECOVERY PROGRAM 


Two hundred and seventy million people in Europe are now 
engaged in what Sir Stafford Cripps has called a “great experi- 
ment in international government.” Nineteen countries of West- 
ern Europe’ have established an Organization for European 
Economic Cooperation and have launched a coordinated attack 
upon their common economic problems. 

Before the war Europe accounted for almost half the world’s 
industrial production and trade. A year and a half ago both 
had been reduced to a point where Western Europe was threat- 
ened with economic breakdown as a result of 


the loss of income from foreign investments, the lack of mainte- 
nance of capital equipment, the failure to improve productive tech- 
niques in fields of activity not related to the war effort, the loss of 
commercial contacts in export markets, the physical destruction caused 
by war, including the damage caused through enemy occupation 
or exploitation and the destruction of a large part of the mercantile 
marines, the inflationary aftermath of war financing. . . .? 


In re-equipping its industrial machinery Europe had become 
largely dependent upon the productive resources of the United 
States—the only country which had emerged from the war both 
absolutely and comparatively stronger and more prosperous. But 
the very extent of Europe’s need, coupled with the depletion 
of resources expended in the war against the Axis,> had de- 
prived the countries of Western Europe of the capacity to pay 
for their essential supplies. 


1 The sixteen original participating countries and the Anglo-American Zone 
(Bizone) and French Zone of Western Germany and the Anglo-American Zone 
of Trieste. 

2 Report to ECA on the First Annual Programme by the Organisation for 
European Economic Co-operation, Doc. C(48)177—Part I (Rev.), 13 October 
1948, Chapter I. 

3 70-75 per cent in the case of the United Kingdom. The European Recovery 
Program, Country Studies (U.S. Department of State), Chapter XVI—The United 
Kingdom, p. 3. 








On both sides of the Atlantic there emerged a sober realiza- 

tion that the magnitude of the task of reconstructing the 
European economy as the basis for a sound world economy 
would require not only material assistance from the United 
States but unprecedented intra-European and inter-continental 
cooperation. On June 5, 1947, Secretary Marshall made his his- 
toric speech at Harvard. On July 12, 1947, sixteen nations of 
Western Europe began the long and arduous process of com- 
piling the first postwar economic balance sheet of the existing 
situation, their potential capacity for recovery and their needs. 
It was the first effort in history so closely to examine and relate 
the economies of a group of major nations. The immediate re- 
sult of this joint effort of the Committee of European Economic 
Cooperation was a two-volume report forwarded to Secretary 
Marshall on September 22.** It contained both 
a general statement of the problems of European economic recovery, 
the plans of the European countries concerned to meet these problems 
and the assistance which these countries believe to be necessary from 
the United States and other non-European countries and agencies to 
restore their economic position [and] . . . also summary statements 
of the position and prospects of the participating countries and west- 
ern Germany in food and agriculture, energy sources, iron and steel, 
transport, timber, and manpower as well as in their balances of inter- 
national payments and their internal financial situation.‘ 
This report has served as the foundation for the Recovery Pro- 
gram, just as the unique cooperation developed by the Committee 
of European Economic Cooperation in preparing the report has 
been carried over by the Organization for European Economic 
Cooperation in executing the program. 


Initiation of the Program 
Between September 22 and December 19, when the President 
of the United States presented his recommended program for the 


34 See “The European Recovery Program,” International Conciliation, Decem- 
ber, 1947, pp. 803-27. 

4 Letter of transmittal of the Secretary of State to the President, September 24, 
1947, Committee of European Economic Co-operation, General Report, Paris, 
September 21, 1947, U.S. Department of State, Publication 2930, Volume I, p. iii. 
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consideration of Congress, the Departments of State, Commerce, 
Treasury, Interior, and Agriculture, the Council of Economic 
Advisers, and the National Advisory Council on International 
Monetary and Financial Problems had examined the vast and 
complicated problems relating to a program for European re- 
covery, and preliminary hearings on the European Recovery 
Program had been held between November 10 and 24 by the 
Senate Foreign Relations Committee and the House Foreign 
Affairs Committee. 

From the time Congress began full examination of the pro- 
gram on January 6 until the Foreign Assistance Act of 1948 
was passed by Congress, dozens of reports and thousands of 
pages of additional material were printed. The House Select 
Committee on Foreign Aid produced 24 reports on individual 
commodities, countries, and specific problems such as adminis- 
tration; the Senate Foreign Relations Committee and the House 
Foreign Affairs Committee held separate lengthy hearings re- 
sulting in 3,750 pages of testimony and two independent re- 
ports of findings, and literally thousands of pages of both ofh- 
cial and public analysis and commentary were prepared. No 
single question in either peace or war time had ever received 
more thorough and penetrating official examination or more 
sustained and widespread public discussion. 

On April 3, the Foreign Assistance Act of 1948 was approved 
authorizing an appropriation of $4.3 billion for grant purposes 
and up to $1.0 billion for loans.’ Since the Foreign Assistance 
Act itself was only enabling legislation, the $4.3 billion could 
not be made available for grants until the Appropriations Com- 
mittees of the House and the Senate had acted. To avoid any 
further delays in a situation which was becoming increasingly 
acute,° Section 114 of the Act provided that 


5 The Foreign Assistance Act authorized the Administrator “‘to issue notes from 
time to time for purchase by the Secretary of the Treasury in an amount not 
exceeding in the aggregate $1,000,000,000 [when it is determined that assistance 
should be extended on credit terms].” Section 111(c)(2). 

6 A few days earlier, on March 31, Congress had found it necessary to appro- 
priate an additional $55 million under the Foreign Aid Act of 1947 for aid to 
Austria, France and Italy during the first part of April. 
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the Reconstruction Finance Corporation is authorized and directed, 
until such time as an appropriation shall be made . . . to make ad- 
vances not to exceed in the aggregate $1,000,000,000 to carry out the 
provisions of this title. 


These funds, repaid in full by ECA in June, made possible 
immediate assistance to the participating countries, based on the 
“Brown Books” containing the latest commodity schedules as 
revised by the interdepartmental Advisory Steering Committee.’ 
The first boatload of goods actually left Galveston, Texas, for 
France on April 15, only six days after Paul G. Hoffman was 


sworn in as the Administrator of the Economic Cooperation - 


Administration. 

Finally, on June 28, the Foreign Aid Appropriation Act, 1949,* 
was approved with, however, substantial cuts in the amounts 
authorized by the Foreign Assistance Act. This necessitated a 
vigorous revision of estimates both in the United States and in 
Europe. The revised appropriations were as follows (in million 


dollars) : 





European Aid $4,000 
International Children’s Emergency Fund 35 
Greek-Turkish Aid 225 
China Aid 400 
$4,660 

International Refugee Organization! 71 
Army Occupation Program! 1,300 
Total $6,031 


1 Not included in Foreign Assistance Act. 


It was specified that the appropriation was to cover a period 
of 15 months—until June 30, 1949, but that the entire amount 
could be expended by April 2, 1949, “if the President, after 
recommendation by the Administrator, deems such action neces- 





7 See International Conciliation, op. cit., p. 829. 

8 An Act making appropriations for foreign aid, and for other purposes. Ap- 
proved June 28, 1948. Public Law 793, 80th Congress, Chapter 685, 2d Session, 
H.R. 6801. 
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ected, sary to carry out the purposes of said Act.”** It was further speci- 
¢ ad- fied that from these funds, up to $58 million may be expended 


* toe “for administrative and other expenses.” Provisions were also 

added to protect the American economy, e¢.g., restricting pur- 
ssible chase of domestic agricultural machinery for the program to 
1 the $75 million; requiring that “not less than 50 per centum of the 
es as United States export requirements of nitrogenous fertilizer 
ttee,’ materials or nitrogenous compounds . . . for non-occupied areas 


, for shall come from production of plants operated by or for the 

was Department of the Army”; specifying that no wool could be 

ation | purchased with the approved funds except from existing stocks 
owned by the Commodity Credit Corporation. 


949," Across the Atlantic, even before final Congressional action had 

nunts been taken, the sixteen European nations were laying the foun- 

ed a dations for a continuing, integrated approach to their commoa 

id in economic problems. On March 15 the Committee of European 

illion | Economic Cooperation convened for its second session® “with a 
view to determining the manner of the European economic co- 
operation contemplated in the General Report adopted on the 
22nd September, 1947, . . . and, in particular, in order to set up 
the Organization contemplated by paragraph 113 of the said 
Report.”® On April 16, the Committee adopted a Convention for 
European Economic Cooperation. 


8a As it is evident that the initial appropriation of $5 billion will be expended 
by April 2, the President has announced that he will ask Congress to approve a 
deficiency appropriation to sustain the program from April 3, 1949, until July 1, 
1949, the beginning of the second full year of the program. 
8b See Final Act of the session, Convention for’ European Economic Co-opera- 
tion, with Related Documents, Paris, April 16, 1948, U.S. Department of State, 
eriod Publication 3145, p. 3. 
ount 2 Committee of European Economic Cooperation, General Report, op. cit., 
p. 40. “113. The Committee believes that if means for carrying out the pro- 
after gramme are made available, a joint organisation to review progress achieved in 
1eces- the execution of the programme will be necessary. The participating Governments 
declare themselves ready in this event to set up such an organisation by mutual 
agreement. This organisation will ensure, to the full extent possible by joint 
action, the realisation of the economic conditions necessary to enable the general 
s. Ap- | objectives to which each country has pledged itself to be effectively achieved. ‘The 
ession, organisation will make periodical reports to the various European Governments 
| on the extent to which the programme is being realised. The Governments will 














10 
The Foreign Assistance Act 


The three documents—the Foreign Assistance Act, the Foreign 
Aid Appropriation Act, and the Convention—provide the frame- 
work within which the European Recovery Program has been 
operating. 

The Foreign Assistance Act'® lays down the basic policy as far 
as the United States is concerned. It opens with a recognition of 
“the intimate economic and other relationships between the 
United States and the nations of Europe, and [the fact] that 
disruption following in the wake of war is not contained by na- 
tional frontiers.” The Act further declares that “the existing situ- 
ation in Europe endangers the establishment of a lasting peace, 
the general welfare and national interest of the United States, 
and the attainment of the objectives of the United Nations.”" 
The reestablishment of sound economic conditions is declared 
to be a prerequisite to “the restoration or maintenance in Euro- 
pean countries of principles of individual liberty, free institu- 
tions, and genuine independence.””” 

The Act stresses the importance of “a strong production effort, 
the expansion of foreign trade, the creation and maintenance 
of internal financial stability, and the development of economic 
cooperation, including all possible steps to establish and main- 
tain equitable rates of exchange and to bring about the progres- 
sive elimination of trade barriers.”'* 

In addition to these general statements of principles and ob- 
jectives, the Act carefully defines the procedures to be followed 





supply the organisation with all information required for this purpose. The or- 
ganisation will be of a temporary character and will cease to exist when the 
special aid necessary for the recovery of Europe comes to an end.” 

10 An Act to promote world peace and the general welfare, national interest, 
and foreign policy of the United States through economic, financial, and other 
measures necessary to the maintenance of conditions abroad in which free insti- 
tutions may survive and consistent with the maintenance of the strength and 
stability of the United States. Approved April 3, 1948. Public Law 472, 8oth 
Congress, Chapter 169, 2d Session, S. 2202. 

11 Foreign Assistance Act of 1948, Sec. 102(a). 

12 Ibid. 

13 [bid. 
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in making funds available and the measures to be taken to safe- 
guard the resources and security interests of the United States. 


The Act provides that each country shall “conclude an agree- 
ment with the United States in order for such country to be 
eligible to receive assistance under this title.” Under the agree- 
ments each participating country agrees to cooperate with the 
others and to make “efficient and practical use” of individual 
and collective resources, to promote industrial and agricultural 
production, and to take “financial and monetary measures nec- 
essary to stabilize its currency, establish or maintain a valid 
rate of exchange, to balance its governmental budget as soon as 
practicable, and generally to restore or maintain confidence in 
its monetary system.”'* An amount in the currency of the coun- 
try equivalent to any grants received under the Act is to be 
placed in a special account to be used to further the objectives 
mentioned above and to finance “administrative expenditures 
of the United States incident to operations under this title.”’’ 
The disbursement of those funds is based upon agreement be- 
tween the individual country and “the Administrator in consul- 
tation with the National Advisory Council on International 
Monetary and Financial Problems, and the Public Advisory 
Board.”'® 

The countries further pledge themselves to facilitate the trans- 
fer to the United States “of materials which are required by the 
United States as a result of deficiencies or potential deficiencies 
in its own resources, and which may be available in such par- 
ticipating country after due regard for reasonable requirements 


for domestic use and commercial export of such country”;’’ 


14 Foreign Assistance Act of 1948, Sec. 115(b)(2). 

15 The Foreign Aid Appropriation Act specified that “not less than 5 per 
centum of each special local currency account ... shall be allocated to the use 
of the United States Government for expenditure for strategic materials where 
available or for other local currency requirements of the United States of Amer- 
ica.” This includes expenditures for the European activities of the Joint Con- 
gressional Committee. 

16 Forgign Assistance Act of 1948, Sec. 115(b)(6). 


17 [bid., Sec. 115(b) (5). 
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and to negotiate agreements which will, in future, “protect the 
access of United States industry to an equitable share of such 
materials”; and, where practicable, the countries agree to in- 
crease production of these materials. 

Finally, the countries are obligated to furnish promptly upon 
request, “any relevant information which would be of assistance 
to the United States in determining the nature and scope of 
operations and the use of assistance provided under this title”;" 
and to publish “not less frequently than every calendar quarter 
after the date of the agreement, full statements of operations under 
the agreement, including a report of the use of funds, commodi- 
ties, and services received under this title.”!9 In the case of a dis- 
agreement “any case espoused by the United States Government 
involving compensation of a national of the United States for 
governmental measures affecting his property rights, including 
contracts with or concessions from such country””° shall be sub- 
mitted for the decision of the International Court of Justice or of 
any arbitral tribunal mutually agreed upon. 

In addition to these provisions which are written into each 
of the bilateral agreements, the Act lays down conditions and 
directives to guide the Administrator in the fulfillment of his 
extremely complex responsibilities. 

With regard to the purchase of supplies needed by the par- 
ticipating countries the Act provides, first, that “the Adminis- 
trator shall, to the maximum extent consistent with the accom- 
plishment of the purposes of this title, utilize private channels of 
trade,” and, second, that such purchases shall be made with 
due regard for the economic interests of the United States. Com- 
modities in short supply in the United States, such as petroleum 
and petroleum products, are to be purchased, insofar as possible, 
from other countries. Surplus commodities are to be utilized as 


18 Jbid., Sec. 115(b) (8). 
19 Ibid., Sec. 115(b)(7). 
20 Ibid., Sec. 115(b) (10). 
21 [bid., Sec. 112(h). To date approximately 75 per cent of all transactions have 
been handled through private channels. 
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freely as possible within the limits of the purposes of the Act 
and the requirements of the participating countries. In order to 
ensure full utilization of United States shipping, a special pro- 
vision was written into the Act providing that so far as may be 
practicable “at least 50 per centum of the gross tonnage of com- 
modities, procured within the United States out of funds made 
available under this title and transported abroad on ocean ves- 
sels, [be] so transported on United States flag vessels to the extent 
such vessels are available at market rates.”?? Finally, the Admin- 
istrator “is directed to refuse delivery insofar as practicable to 
participating countries of commodities which go into the pro- 
duction of any commodity for delivery to any nonparticipating 
European country which commodity would be refused export 
licenses to those countries by the United States in the interest 
of national security.”?? 

Several other provisions of the Act are of interest particularly 
as an indication of the thoroughness with which the whole prob- 
lem was explored. Recognizing the crucial importance of man- 
power, the Administrator is directed to “encourage arrangements 
among the participating countries in conjunction with the In- 
ternational Refugee Organization looking toward the largest 
practicable utilization of manpower available in any of the par- 
ticipating countries.” Another question of major importance is 
the future role of Germany in the European economy. Without 
attempting to solve the extremely complex problem, the Act does 
indicate one important consideration in a clause which states that 


the Administrator will request the Secretary of State to obtain the 
agreement of those countries concerned that such capital equipment 
as is scheduled for removal as reparations from the three western 
zones of Germany be retained in Germany if such retention will most 
effectively serve the purposes of the European recovery program.?? 


In order to supplement the aid to be provided under the Eu- 





22 Jbid., Sec. 111(a)(2). 
23 [bid., Sec. 117(d). 
24 Ibid., Sec. 115(e). 
25 Ibid., Sec. 115(f). 
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14 
ropean Recovery Program itself, the Act endeavors to stimulate 
other activities beneficial to the European economy. One of the 
most important provisions deals with private investments, which 
it is hoped can be restored to normal proportions by 1952. To 
stimulate this flow, the Act guarantees to transfer into dollars 
for a period of 14 years from April- 3, 1948, returns in other 
currencies from any approved investment. The guarantee for 
any individual project is not to exceed “the amount of dollars 
invested,” and the total guarantees are not to exceed $300 mil- 
lion. Investments covered by this provision include enterprises 
producing and distributing informational media. Secondly, the 
Act directs the Administrator, in cooperation with the Secretary 
of Commerce, to “facilitate and encourage, through private and 
public travel, transport, and other agencies, the promotion and 
development of travel by citizens of the United States to and 
within participating countries.”*° Thirdly, in order to stimulate 
assistance by private individuals, the Act provides that ocean 
freight charges may be paid out of the funds available under 
the Act, on 


supplies donated to, or purchased by, United States voluntary non- 
profit relief agencies registered with and recommended by the Ad- 
visory Committee on Voluntary Foreign Aid for operations in Europe, 
or... [on] relief packages conforming to such specified size, weight, 
and contents, as the Administrator may prescribe originating in the 
United States and consigned to an individual residing in a partici- 


pating country receiving assistance under this title in the form of * 


grants or any of the zones of occupation of Germany for which as- 
sistance is provided under this title and the Free Territory of Trieste 
or either of its zones.” 


United States Administration 


In order to carry out the complex and far-reaching responsi- 
bilities devolving upon the United States under this program the 
Act provided that a new “agency of the Government” should be 
set up under a single Administrator with “a status in the execu- 


26 Ibid., Sec. 117(b). 
27 [bid., Sec. 117(c). 
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15 
tive branch of the Government comparable to that of the head 
of an executive department”’® and invested with the authority to 
establish the organization and the necessary procedures. The Act 
also created a Public Advisory Board’? to “advise and consult 
with the Administrator with respect to general or basic policy 
matters,”*° and empowered the Administrator to “appoint such 
other advisory committees as he may determine to be necessary 
or desirable to effectuate the purposes of this title.” 

‘Four advisory committees have been appointed to date: Ad- 
visory Committee on Fiscal and Monetary Problems, Commit- 
tee on Dismantling of German Plants, Price Advisory Commit- 
tee, and Public Advisory Committee for China Aid Program.” 
The Public Advisory Board has been the only regularly active 
group and it has contributed both to the shaping of policy and 
the planning of informational projects to increase public under- 
standing. 

The Administrator is also required by the Act to make maxi- 
mum use of departments and agencies of the United States 
Government and during the first six months effective coordina- 
tion had been completed at almost all levels. The National Ad- 
visory Council on International and Monetary Problems has to 
approve the schedule of loans and work out details. The Export- 
Import Bank will administer all loans as well as investment 





28 [bid., Sec. 104(a). 

29 Sarah G. Blanding, President of Vassar College; James B. Carey, Secretary- 
Treasurer of the Congress of Industrial Organizations; Jonathan W. Daniels, 
Editor of the Raleigh News and Observer; Albert S. Goss, Master of the National 
Grange; Robert H. Hinckley, Vice-President of the American Broadcasting Com- 
pany; Eric A. Johnston, President of the Motion Picture Association of America; 
Allen B. Kline, American Farm Burean Federation; Herbert H. Lehman, former 
Governor of New York; A. E. Lyon, Executive Secretary of the Railway Labor 
Executives Association; George H. Mead, Chairman of the Board, the. Mead Cor- 
poration; George Meany, Secretary-Treasurer of the American Federation of 
Labor; and James G. Patton, President of the National Farmers Union. First Re- 
port to Congress of the Economic Cooperation Administration, p. 45. 

30 [bid., Sec. 107(a). 

31 Jbid., Sec. 107(b). 

32 In addition business and labor representatives have been appointed to the 


Anglo-American Council on Productivity to study production methods in the 
United Kingdom. 
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guarantees. All export licensing is administered by the Depart- 
ment of Commerce. As export quotas must relate closely to 
procurement authorizations, the Office of International Trade of 
the Commerce Department reviews the quarterly authorizations 
for their impact on the domestic economy before they are ap- 
proved by the ECA. A Requirements Committee of the Sec- 
retary of Commerce, composed of top-level representatives of 
Commerce, Agriculture, Interior, Army, Navy, Air, Office of 
Defense Transportation, and ECA, meets weekly to review 
export quotas. In addition, the Travel Director in the Office of 
International Trade is chairman of an interdepartmental com- 
mittee which has been set up to encourage the travel of Ameri- 
cans to the participating countries as provided in Section 117(b) 
of the Act. 

The ECA relies on the Bureau of the Census for statistics on 
foreign trade and shipping. 

All government purchases for ECA are made by the Com- 
modity Credit Corporation (which buys wheat, flour, fats and 
oils and horse meat) and the Bureau of Federal Supply in the 
United States Treasury Department (which buys hospital sup- 
plies and some fertilizer). The Department of Agriculture sup- 
plies statistics on European agricultural output as well as infor- 
mation on those domestic crops that have been declared in sur- 
plus by the Production and Marketing Administration. Security 
checks required for every employee by the Act are made for the 
Administrator by the Federal Bureau of Investigation of the 
Justice Department. Although the State Department has par- 
ticipated much less in the operation than in the initial prepara- 
tion of the program, it cooperates on a number of interdepart- 
mental committees, handles all cable communication between 
ECA and the Country Missions, and works closely with the 
Missions through the several embassies; its United States Infor- 
mation Centers and the Voice of America provide important 
channels for the dissemination of information in Europe. 

A unique aspect of the program is the extent of labor’s par- 
ticipation. From the time the question of a recovery program 
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was first explored in the summer of 1947, labor both in the 
United States and in Europe has played a major role in shaping 
the program and making it work. James B. Carey, Secretary- 
Treasurer of the Congress of Industrial Organizations, one of 
the architects of the program as a member of the Harriman 
Committee, has done as much as any one person to gain work- 
ers’ support for it here and abroad and thus to counteract organ- 
ized efforts to sabotage the program at the point where it could 
be most effective—in the plant. An Office of Labor Advisers, 
entirely staffed with trade union leaders was created to advise the 
Administrator and the Special Representative on policies affect- 
ing labor. 

In order to assure continuing Congressional scrutiny of the 
operation of the program, the Act established a ten-member 
Joint Committee on Foreign Economic Cooperation composed of: 


Three members who are members of the Committee on Foreign 
Relations of the Senate, two from the majority and one from the 
minority party, to be appointed by the chairman of the committee; 
two members who are members of the Committee on Appropria- 
tions of the Senate, one from the majority and one from the minority 
party, to be appointed by the chairman of the committee; and 

Three members who are members of the Committee on Foreign 
Affairs of the House, two from the majority and one from the minor- 
ity party, to be appointed by the chairman of the committee; and two 
members who are members of the Committee on Appropriations of 
the House, one from the majority and one from the minority party, 
to be appointed by the chairman of the committee.>3 

In addition to assistance directly provided by the United States 
“the President is authorized to request the cooperation of or the 
use of the services and facilities of the United Nations, its organs 
and specialized agencies, or other international organizations, 

. and may make payments, by advancements or reimburse- 
ments, for such purposes, out of funds made available for the 
purposes of this title.”34 
In order to assist the Administrator in discharging his re- 


33 Foreign Assistance Act of 1948, Sec. 124(a). 
34 Ibid., Sec. 121(a). 
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sponsibilities the Act provided that an office be set up in Europe 
directed by a Special Representative with the highest ambassa- 
dorial rank (“extraordinary and plenipotentiary”). He is desig. 
nated both as the representative of the Administrator and as 
the chief representative of the United States Government to any or- 
ganization of participating countries which may be established by 
such countries to further a joint program for European recovery, and 
shall discharge in Europe such additional responsibilities as may be 
assigned to him with the approval of the President in furtherance of 
the purposes of this title. He may also be designated as the United 
States representative on the Economic Commission for Europe. 
He was likewise charged with the responsibility for directing the 
work of special economic missions that were to be established in 
each participating country to assure “the performance within 
[each] country of operations under [the] title.”%° 

Mr. W. Averell Harriman was appointed United States Special 
Representative on April 22—six days after the participating 
countries had set up their joint organization—and he immedi- 
ately started to organize an office and staff in Paris to parallel 
the operation in Washington. By June 28 his office was directing 
the work of the network of Country Missions which, by then, 
had been started in almost all participating countries and had 
established contact with OEEC. 

The Act provides that a special Mission be established in each 
participating country for the purpose of assisting the participat- 
ing country in the preparation of its program, overseeing the 
use of the goods and equipment provided under the program, 
aiding the business men in the participating country in pro- 
curing their supplies, and in general acting as an agent of the 
Special Representative in supervising the operation of the pro- 
gram. In addition the Mission is required to work with the 
appropriate information agencies of the embassies in assuring 
that there is adequate public understanding of the program. A 
considerable amount of responsibility resides with the Chief of 
the Mission and his staff because of the fact that the main burden 


35 Ibid., Secs. 108 and 109(a). 
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in carrying out the program is upon the individual countries. 
As of November 1st, Missions had been established in all of the 
participating countries except Iceland, Switzerland, and Luxem- 
burg; in addition special representatives had been assigned to the 
Military Governors of the Bizone and French Zone of Ger- 
many and the Anglo-American Zone of Trieste. 


Convention for European Economic Cooperation 


Paralleling the Act in the United States was the Convention for 
European Economic Cooperation which laid down the principles 
and the machinery which were to guide the European nations 
in developing their cooperative recovery program. 

The governments of Austria, Belgium, Denmark, France, 
Greece, Ireland, Iceland, Italy, Luxemburg, Norway, the Neth- 
erlands, Portugal, the United Kingdom, Sweden, Switzerland 
and Turkey, and the Commanders in Chief of the French, 
United Kingdom and the United States Zones of Occupation in 
Germany*®® declared “that their economic systems are inter- 
related and that the prosperity of each of them depends on the 
prosperity of all.”>” It is further asserted that “only by close and 
lasting cooperation between the Contracting Parties can the pros- 
perity of Europe be restored and maintained, and the ravages of 
war made good”;** and therefore, the Contracting Parties are 
“determined to combine their economic strength to these ends, to 
join together to make the fullest collective use of their individual 
capacities and potentialities. . . .”*° 

The immediate task is defined as “the elaboration and execu- 
tion of a joint recovery programme .. . to achieve as soon as 
possible and maintain a satisfactory level of economic activity 


36On October 14 the Free Territory of Trieste also became a party to the 
Convention. 

37 Convention for European Economic Cooperation, Preamble. For text of the 
Convention, see Convention for European Economic Co-operation, with Related 
Documents, Paris, April 16, 1948, U.S. Department of State, Publication 3145; also 
Great Britain, Foreign Office, Miscellaneous No. 4 (1948), Cmd. 7388. 

38 [bid. 

39 Ibid. 
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without extraordinary outside assistance.”“° The specific objectives 
are spelled out in clear, precise terms. The Contracting Party or 
Parties will 


. both individually and collectively, promote with vigour the 
development of production, through efficient use of the resources at 
their command, whether in their metropolitan or overseas territories, 
and by the progressive modernisation of equipment and tech- 
niques... . 

. within the framework of the Organisation . . . draw up gen- 
eral programmes for the production and exchange of commodities 
and services. In so doing they will take into consideration their several 
estimates or programmes and general world economic conditions. 

. develop, in mutual co-operation, the maximum possible in- 
terchange of goods and services. To this end they will continue the 
efforts already initiated to achieve as soon as possible a multilateral 
system of payments among themselves, and will co-operate in relaxing 
restrictions on trade and payments between one another with the 
object of abolishing as soon as possible those restrictions which at 
present hamper such trade and payments. 

. continue the study of Customs Unions or analogous arrange- 
ments such as free trade areas, the formation of which might con- 
stitute one of the methods of achieving these objectives. Those Con- 
tracting Parties which have already agreed in principle to the creation 
of Customs Unions will further the establishment of such Unions as 
rapidly as conditions permit. 

. co-operate with one another and with other like-minded coun- 
tries in reducing tariff and other barriers to the expansion of trade, 
with a view to achieving a sound and balanced multilateral trading 
system such as will accord with the principles of the Havana Charter. 

. having due regard to the need for a high and stable level of 
trade and employment and for avoiding or countering the dangers 
of inflation, take such steps as lie within its power to achieve or main- 
tain the stability of its currency and of its internal financial position, 
sound rates of exchange and, generally, confidence in its monetary 
system. 

. make the fullest and most effective use of their available man- 
power. 

They will endeavour to provide full employment for their own 
people and they may have recourse to manpower available in the 
territory of any other Contracting Party. In the latter case they will, 





40 [bid., Article 1. 
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in mutual agreement, take the necessary measures to facilitate the 
movement of workers and to ensure their establishment in conditions 
satisfactory from the economic and social point of view. 

Generally, the Contracting Parties will co-operate in the progressive 
reduction of obstacles to the free movement of persons. 

.. . furnish the Organisation with all the information it may re- 
quest of them in order to facilitate the accomplishment of its tasks.*! 


In order to make possible the execution of this program, the 
Convention provides for the creation of an Organization for 
European Economic Cooperation: 


(a) to prepare and implement, within the sphere of the collective 
action of the Members concerned, the measures necessary to achieve 
the aim laid down in Article 11 and to facilitate, promote and co- 
ordinate the individual action of the Members; 

(b) to facilitate and review the implementation of the present 
Convention; to take such action as may be found appropriate in order 
to ensure its execution; and to this end, to provide for systems of 
observation and review adequate to ensure the efficient use both of 


external aid and of indigenous resources; 

(c) to provide the United States Government with such assistance 
and information as may be agreed in relation to the execution of the 
European recovery programme and to address recommendations to 


that Government; 

(d) at the request of the interested parties, to assist in the negotia- 
tion of such international agreements as may be necessary for the 
better execution of the European recovery programme.*? 


The Organization, as defined in the Convention, is composed 
of a Council consisting of all the Members, a seven-member 
Executive Committee, and a Secretary-General, assisted by such 
staff as may be required. The Organization’s operational costs 
are derived from contributions from the member countries, 
prorated on a scale similar to that used in the United Nations.” 

The Council and the Executive Committee are served by five 
Horizontal Committees designed to study general economic and 





41 Convention for European Economic Co-operation, Part I, Articles 2-9. 


42 Ibid., Part Il, Article 12. 

43 As of January 1, 1949, the budget was approximately $500,000 a year and 
the Secretariat staff comprised some 800 individuals, including economists and 
other professional personnel, technicians, editors, translators, and mimeographers. 
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financial problems, namely, the Programs Committee, the 
Balance of Payments Committee, the Trade Committee, the 
Intra-European Payments Committee, and the Manpower Com- 
mittee;** fourteen Vertical Committees appointed to date to 
study the specific technical problems are: Food and Agricul- 
ture, Coal, Electricity, Oil, Iron and Steel, Raw Materials and 
Basic Products, Non-Ferrous Metals, Chemical Products and 
Fertilizers, Timber, Pulp and Paper, Textiles, Inland Transport, 
Maritime Transport, and Machinery. Each member of the OEEC 
may have a representative on any or all of the general and special 
committees. 

All decisions derive from the Council, which also designates 
the Members of the Executive Committee and its officers and 
appoints the Secretary-General and the Deputy Secretaries. 
General. 

The Executive Committee is charged with the responsibility 
of carrying out the policies of the Council and directing the 
work of the Secretariat and the Special Committees. Members for 
the first year are France, Italy, the Netherlands, Sweden, Tur- 
key, Switzerland, and the United Kingdom. 

The Secretary-General, M. Marjolin of France, prepares the 
meetings of the Council and of the Executive Committee, en- 
sures the execution of their decisions, presents to the Council for 
approval the annual budget and makes the necessary arrange- 
ments for liaison with other international organizations. He has 
the right to participate in discussions and may submit proposals 
to both bodies. The Secretariat is composed of international 
civil servants recruited from Member countries. The Conven- 
tion specifically states that “the Secretary-General and the staff 
shall neither seek nor receive instructions from any of the Mem- 
bers or from any government or authority external to the Or- 
ganisation.”*? Thus, not only does the Organization represent a 
cooperative venture of nineteen countries and their territories 
but its central core is a body of employees giving allegiance only 


44 A Committee to study colonial problems recently has been set up. 
45 [bid., Part Il, Article 18(b). 
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to the Organization and the purposes for which it was created. 

In addition to the cooperation represented by the Organiza- 
tion itself, practical working arrangements have been developed 
with other international bodies to avoid, on the one hand, any 
possibility of overlapping and, on the other hand, to benefit 
from their specialized technical competence and experience. The 
Bank for International Settlements is acting as Agent in the 
Intra-European Payments Scheme.“ A close collaboration has 
been set up with the International Bank for Reconstruction and 
Development and the International Monetary Fund on prob- 
lems of finance, currency, exchange rates and other matters; 
with the International Labor Organization, the International 
Refugee Organization and the European Migratory Movements 
Committee in Rome on the critical question of manpower, and 
on the training and movement of workers; with the Study Group 
of the European Customs Union and the Interim Commission for 
the International Organization of Trade on problems affecting 
the free movement of goods and services; with the European 
Commission for Tourism on questions affecting the formerly im- 
portant source of revenue from tourists; and with the Trade 
Union Advisory Committee on matters affecting labor relations 
and labor participation in recovery. 

The work of the Food and Agriculture Organization on the 
basic problem of expanding food crops, and of its International 
Emergency Food Council in connection with the allocation of 
grains and fertilizers, has also played an important role in the 
work of OEEC. Finally the work of the Economic and Social 
Council and its Commissions, particularly the Economic Com- 
mission for Europe, has provided basic statistical data for both 
the CEEC report and the programs of OEEC. The Coal Com- 
mittee of OEEC works in close cooperation with the Coal 
Committee of ECE, which allocates solid fuels entering into 
European trade, and ECE’s trouble-shooting working parties 
have greatly helped to remove several serious industrial bottle- 
necks. 


46 For description of the Intra-European Payments Scheme, see below, p. 49. 
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Cuapter II 
THE OPERATION OF ECA 


When the Administrator assumed office on April g, one of his 
first tasks was the negotiation of the bilateral agreements be- 
tween participating countries and the United States. These were 
all completed and in force early in July and the supply program 
began to gather momentum. Even before this, however, author- 
izations amounting to $1,316.3 million*” had been approved on 
the strength of letters of intent from the participating countries 
signifying their willingness to negotiate agreements.** 


The Supply Program 


During the initial period and before OEEC had submitted 
its consolidated program for the first year, preliminary estimates 
were developed by the 


interdepartmental committees created to study the problems of Eu- 
ropean Recovery. ...each nation was asked to submit a program on 
the basis of a tentative allotment of United States assistance for the 
period.... The interdepartmental committees screened the submitted 
programs in terms of both requirements and available supplies and 
determined a tentative program of assistance. . . .49 


Subsequent allotments have been based on the division of aid 
recommended by OEEC on the assumption that $4,875 million 
would be made available for the year beginning July 1, 1948. If 
the authorizations for the first quarter are added to this figure, 
the total amount of aid for the fifteen-month period becomes 
$6.2 billion. 

Once the country allotments have been agreed upon, they are 


47 Grants represented 78 per cent and loans the remainder. First Report to 
Congress of the Economic Cooperation Administration, for the Quarter ended 
June 30, 1948 (U.S. Government Printing Office, 1948), p. 70. 

48 A few authorizations were also approved to maintain the flow of emergency 
supplies. 

49 First Report to Congress of the Economic Cooperation Administration, op. 
cit., Dp. 23-24. 
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Suppty ProcraM For Evrope—Aprit 3, 1948-JUNE 30, 1949 
(Millions of Dollars) 

















OEECb 
Authorization Estimate 
Country through July 1, 1948 Total 
June 30, 19484 June 30, 1949. 
United Kingdom 400.0 1263.0 1663.0 
France 335-0 989.0 1324.0 
Italy 158.0 601.0 759.0 
Western Germany* 120.0 514.0 634.0 
Netherlands 105.0 496.0 601.0 
Austria 62.0 217.0 279.0 
Greece 50.0 146.0 196.0 
Belgium-Luxemburg 20.0 250.0 270.0 
Other Countries 66.3 399.0 465.3 
Total 1316.3 4875.0 6191.3 


4 First Report to Congress of the Economic Cooperation Administration, op. cit., 


. 68. 
ee to ECA on the First Annual Programme, op. cit., Part I, p. 17. 
*Includes Bizone and French Zone. 


broken down into an approved list of commodities. Procurement 
authorizations, signifying a commitment on the part of the 
United States to finance the purchases, are then announced. 


ECA’s function in connection with the supply program is to plan, 
approve, and finance the supply of goods and services, but the Admin- 
istration does not engage in any purchasing activities. Procurement is 
carried on by (1) private individuals or concerns in the participating 
countries, acting through their agents and representatives in the 
United States and in other countries; (2) associations of European 
businessmen; (3) foreign government purchasing agencies; and (4) 
United States Government procurement agencies, such as the Depart- 
ment of Agriculture and the Bureau of Federal Supply.*° 


By November 30, 1948, seven months after the program 
started, ECA had approved authorizations totalling almost $3.7 
billion, including $288 million for freight charges, and $3,396 


50 First Report to Congress of the Economic Cooperation Administration, op. 
Cit., p. 23. 
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million for commodities and technical services. Four fifths of 
the commodities were earmarked for the United Kingdom, 
France, Italy, Western Germany, and the Netherlands. 


ProcUREMENT AUTHORIZATIONS BY DESTINATION 
Cumutative THRoucH NovemsEr 30, 19487! 


(Millions of Dollars) 





Country Total Agricultural = Industrial Freight 

















United Kingdom 1060.9 474-4 546.5 40.0 
France 898.9 285.4 487.5 126.0 
Italy 421.4 134.9 223.5 62.9 
Western Germany 370.4 206.6 138.7 25.0 
Netherlands 331-5 152.9 172.5 6.1 
Other Countries 601.24 299.9 271.6 28.0 

Total 3684.3 1554.2 1840.3 288.0 


@ This total includes $1.8 million for technical services not otherwise shown in 
the table. Totals are slightly off due to rounding. 


b Although freight charges total less than 8 per cent of the funds authorized, they 
represent an almost prohibitive cost for certain countries. France, for example, has 
been expending 16.7 per cent of the value of the goods procured for freight, and 
Italy, 17.5 per cent. 


Source: Sixth Report for the Public Advisory Board of the Economic Cooperation 
Administration (Washington, December 15, 1948), p. 60. 

Authorizations for the purchase of industrial commodities 
amounted to only $11.7 million during April but increased 
steadily as the program got under way; during the month of 
November they totalled $820, or approximately 70 per cent of the 
procurement authorizations for the month. Shipments in this 
category will undoubtedly continue to expand as types of heavy 
equipment become available and the emphasis on recovery is 
intensified. However, it must be remembered that 


since Western Europe is a great manufacturing area which normally 
imports large quantities of food for its working population and petro- 





51 Forty-four per cent of these authorizations were shipped within this period. 
Many types of industrial equipment and even some raw materials like steel re- 
quire months for delivery. 
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leum products to power its industries and transportation systems, im- 
ports of these basic commodities will continue to be substantial.>*? 


Offshore Purchases 


Although the United States has been an important source for 
certain commodities authorized for procurement—e.g., bread 
grains, cotton, horsemeat,”* tobacco, machinery— 


in the case of certain products for which the domestic market situa- 
tion is tight, a major share of authorizations has been for procurement 
outside the United States. Through November 1948 such “offshore” 
procurement has constituted 40 percent of the total for all commod- 
ities and much larger proportions for petroleum products, nonferrous 
metals, fertilizer, and some other products.*4 


ProcuUREMENT AUTHORIZATIONS BY AREA OF ORIGIN 
NovEMBER 30, 1948 




















Area of Origin Total Agricultural Industrial 

(Per cent) (Per cent) (Per cent) 
United States 60.4 63.5 578 
Canada and Newfoundland 17.2 23.0 12.2 
Participating Countries 7.7 35 Il.I 
Latin America 8.9 7.7 10.0 
Other Countries 5.8 2.3 8.9 
Total 100.0 100.0 100.0 


Source: Sixth Report for the Public Advisory Board, op. cit., p. 63. 


Twenty non-participating countries (other than those in the 
Western Hemisphere) have shared in these offshore dollar pur- 
chases. Five of them (including Eastern Germany) are part of 
the Soviet bloc. Of the $198.6 million thus authorized, $114.6 
million, or 58 per cent, were for petroleum products from Saudi 





52 First Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 25. 

53 “Owing to the meat shortage in the United States, only horsemeat was au- 
thorized by the Administration for purchase in this country.” Ibid., p. 14. 

54 The Economic Report of the President, Transmitted to the Congress, January 
2949 (U.S. Government Printing Office, Washington, 1949), p. 25. 
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Arabia, Iraq, and Iran. The next largest items and principal 
suppliers were fats and oils (Philippines), fabricated basic tex- 
tiles (Japan), railroad equipment (Czechoslovakia), coal (Po- 
land), non-ferrous metals (Spain).* 

Commodities purchased in participating countries amounted 
to $260.7 million: 30 per cent—almost entirely coal—came from 
Western Germany; 24 per cent—mostly petroleum products— 
came from the Netherlands and its colonies; 18 per cent—rail- 
road equipment, fertilizer, iron and steel products—came from 
Belgium and its dependencies and Luxemburg; 7 per cent—com- 
posed largely of fruits and vegetables and railroad equipment— 
came from Italy.°°** The remaining 21 per cent obtained in par- 
ticipating countries was distributed as follows: 


Country Principal Products Value 
(In Million Dollars) 


Turkey Tobacco $9.2 
Austria R.R. Equipment and Steel 8.8 
Sweden Pulp and Paper 7.6 
Norway Fats and Oils 75 
United Kingdom * Petroleum Products 75 
Portugal * Fats and Oils 3.8 
France Fertilizer 1.4 
Other Countries Fats and Oils and Machinery 7.4 


4Including Dependencies. 
Source: Sixth Report for the Public Advisory Board, op. cit., pp. 67-68. 


During the lengthy public discussion and Congressional con- 
sideration of the aid program, the fear was frequently expressed 
that exports of large quantities of American goods would impose 
a harmful drain upon the economy of the United States. Actu- 
ally, exports to the participating countries from April through 
September were 25 per cent less than they had been during the 
same period in 1947. Exports of goods and services to all areas 
dropped from $19.8 billion in 1947 to $16.8 billion in 1948 and 


55 Sixth Report for the Public Advisory Board, op. cit., pp. 69-70. 
35a Ibid., pp. 66-68. 
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“merchandise exports fell 18 per cent in dollar volume and more 
than 20 per cent in quantity from 1947 to 1948.”*° 

Because of an increase during 1948 of imports of goods and 
services, the United States export surplus is 43 per cent less than 
in 1947 and considerably smaller than in 1946. 











U.S. Exports of U.S. Imports of 
Goods and Services Goods and Services 
(Billions of Dollars) 
1936-38 average 4.1 3.6 
1946 15.0 7.2 
1947 19.8 8.5 
1948* 16.8 10.3 


*Estimates based on incomplete data. 
Source: The Economic Report of the President, op. cit., p. 24. 


Export Control 


The Second Decontrol Act of 1947 gives the Secretary of 
Commerce the power “to control the quantity and destination 
of any commodity exported from the United States.”*’ An in- 
terdepartmental committee, composed of nine agencies, includ- 
ing the departments for National Defense, the Atomic Energy 
Commission, and the Economic Cooperation Administration, has 
been created to assist the Secretary of Commerce in coordinat- 
ing export controls with other broad government policies,* par- 
ticularly those relating to European recovery. The Decontrol 
Act has become a major instrument for carrying out the require- 
ments of the Foreign Assistance Act both from the point of view 
of protecting the American economy, and of assuring that goods 
are channeled where most needed to support the recovery effort 
of the countries of Western Europe. 





56 The Economic Report of the President, op. cit., p. 24. 

57 Export Control and Allocation Powers, Third Quarterly Report, by the Secre- 
tary of Commerce, May 1948 (U.S. Government Printing Office), p. 4. 

58 Strict controls on exports to Eastern Europe, for example, have reduced the 
value of shipments to the nine countries in that area by more than two thirds 
during 1948. 
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In providing this authority, the Congress recognized the necessity 
for its use as a means of helping to implement the international 
responsibilities attached to our world position. In line with this pur- 
pose, export restrictions are used to permit commodities under control 
to flow to areas where the need is greatest or where the most effec- 
tive contribution can be made to world economic and political stabil- 
ity. Export priorities are used to expedite the delivery of materials 
urgently needed abroad for purposes deemed essential to the interest 
of the United States. And import controls serve to implement the 
pattern of international allocations recommended for a few commod- 
ities by international cooperative bodies in which the United States 
participates.°? (Italics added.) 


Export controls were established primarily to protect the Amer- 
ican economy, and it is in that light that their effectiveness is 
usually measured. However, because of the extent to which they 
have been used to carry out restrictive provisions of the Foreign 
Assistance Act, they have a direct effect upon, the Recovery 
Program. The maintenance of a sound balance between the 
immediate requirements of the United States and those of the 
European participants in the Recovery Program is extremely 
difficult and delicate, involving a constant re-appraisal of “the 
most effective contribution ... to world economic and political 
stability.” 

Among the commodities in short supply which particularly 
affect the Recovery Program are steel (including scrap), agricul- 
tural machinery, electrical equipment and non-ferrous metals. 


Steel is the foundation for something like (one-quarter) of the total 
manufacturing production, and for about one-third of the exports, 
of the participating countries as a whole. 

The programme calls for considerable supplies of scrap... . Only 
small amounts of imported scrap are likely to come from sources other 
than the Bizone.*! 


59 Export Control and Allocation Powers, Fifth Quarterly Report, by the Secre- 
tary of Commerce, November, 1948, p. 2. 
‘ 60 Report on the 1949-50 Programme, Organisation for European Economic 
Co-operation, Paris, 20 December 1948, C(48) 237 [PR(48)59], Chapter III, p. 14. 
61 Report to ECA on the First Annual Programme, op. cit., Part II, Chapter 6, 
p. 24. 
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Under the present export policy of the United States only 
limited quantities of steel and no pig iron or scrap have been 
authorized for the participating countries. 


On the contrary, small tonnages of pig iron have been shipped to 
the United States from Europe, and an agreement has been concluded 
under which the United States will receive a large volume of scrap 
iron from Western Germany. A committee has been set up in the 
OEEC to arrange for the allocation of additional shipments to the 
United States, the United Kingdom and deficit European areas.°? 


Because of inadequate electrical capacity, “certain countries are 
forced to apply severe power cuts to industry.” 


The construction of new power stations is delayed mainly by short- 
ages of the following commodities: 
(i) Steel, particularly transformer sheets, and certain qualities 
of special steel. 
(ii) Electrolytic copper. 
(iii) Mica and other insulating material, especially high tension 
ceramics for lines and apparatus. 


Export of agricultural machinery is limited by the provisions 
of the Foreign Aid Appropriation Act to $75 million for the first 
fifteen-month period. “The difficulty in obtaining fully ade- 
quate supplies of agricultural tractors and machinery [consti- 


tutes one of the] . . . principal factors limiting food produc- 
tion”® and causes “important repercussions in the member 
countries.” 


Inadequate supplies of non-ferrous metals and the emergence 
of the United States as a net importer represents another prob- 
lem which may adversely affect recovery. 





62 Second Report to Congress of the Economic Cooperation Administration, for 
the Quarter ended September 30, 1948 (Washington, D.C., 1949), p. 72. 

63 Report to ECA on the First Annual Programme, op. cit., Part II, Chapter 5, 
p. 21. 

64 See Chapter I, above, p. 9. 

65 Report to ECA on the First Annual Programme, op. cit., Part II, Chapter 1, 
Pp. 3- 

66 Jbid., Part I, Chapter 5, p. 19. 
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The world shortage of supplies of copper, as of lead and zinc ores, 
will make it difficult to carry out in full the 1949/50 programme. The 
import requirements for copper of the participating countries from 
the outside world amount to 422,000 tons; it is believed that these 
requirements are likely to exceed the supplies available by perhaps 
40,000 tons (equivalent to $20 million). Similarly it is expected that 
import requirements of lead and zinc ores may exceed available sup- 
plies by about 70,000 tons of lead and 120,000 tons of zinc.*” 


Stockpiling 


In compliance with section 115 of the Act, the bilateral agreements 
have included provisions for the participating governments to nego- 
tiate arrangements designed to insure the delivery—from their own 
sources or their colonies and dependencies—of a fair share of materials 
needed by the United States, to give suitable protection to the rights of 
American citizens who invest in the development of production facil- 
ities for such materials, and to schedule, where practicable, an increase 
in their output. Some of the materials in which there are deficiencies 
or potential deficiencies in the United States are manganese, lead, tin, 
copper, graphite, industrial diamonds, palm oil, and coconut oil.°$ 


Except for rubber, sisal, and industrial diamonds obtained 
from the United Kingdom (requiring a withdrawal of approxi- 
mately $18 million from the counterpart fund) the acquisitions 
under the provision have been relatively small. Negotiations 
have been underway for the purchase of bauxite, kyanite, as- 
bestos, mica, graphite, beryllium ore, coconut and palm oil, and 
lead, but “most of the European countries participating in the 
recovery program do not have on hand large quantities of surplus 
materials available for immediate purchase from stockpiles at 
home or in their overseas territories.” 


. . . to promote increased output of such materials the Administra- 
tion may supply funds for the purchase of special equipment and ex- 
tend guarantees of convertibility to American citizens or enterprises in- 


67 Report on the 1949-50 Programme, op. cit., Chapter III, p. 18. 
- 68 First Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 18. 

69 Second Report to Congress of the Economic Cooperation Administration, op. 
cit., Pp. 74. 
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vesting in projects designed to increase production of such items 
abroad.”° 


The stockpile provision raises several problems both for the 
Administration and for the participating countries. Because of 
the current shortage of most of these materials, “some of the 
negotiations contemplate acquisition of materials over a consid- 
erable period of time.”’! As the Economic Cooperation Admin- 
istration will be terminated no later than June 30, 1953,” the 
Administrator is not in an advantageous position to obtain long- 
term commitments from the participating countries. The coun- 
tries, on the other hand, are faced with a difficult problem of 
ascertaining the point at which expanded production of strategic 
materials for purchase by the United States will not suddenly— 
when the United States needs have been filled—become surplus, 
leaving the supplier countries with increased capacity but no 
markets. This represents a far more difficult problem in colonial 
areas where the labor supply is relatively fixed both in terms 
of skills and mobility. Moreover, all materials supplied under 
this provision are paid for out of local currency funds, thus de- 
priving several of the participating countries of an important 
source of dollar income. This factor increases in importance as 
it becomes more apparent that the dollar shortage will not be 
eliminated by 1952 and that ways for the participants to develop 
dollar earning power will still be a problem of paramount 
importance. 


Use of Surplus Commodities 


In order to use to the maximum commodities owned by the 
Commodity Credit Corporation as a result of the Government's 





70 First Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 18. 

_71 Second Report to Congress of the Economic Cooperation Administration, op. 
Cit., D. 74. 

72 Foreign Assistance Act of 1948, Section 122(a). The Act provides a twelve- 
month period after the official termination of the program, for the conclusion of 
any commitments made prior to June 30, 1952. 
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price support program’? Congress stipulated that, wherever pos- 
sible, surplus agricultural commodities shall be utilized to satisfy 
the requirements of participating countries and that “in the case 
of such commodities, purchases with ECA funds from offshore 
sources should not be authorized.””4 


Periodically, the Secretary of Agriculture advises the Administration 
of the availability of agricultural commodities in surplus supply, in 
accordance with Section 112(e) of the Act. This inforrmation is for. 
warded to ECA country missions and the Office of the Special Repre- 
sentative, in Paris. Prior to granting authorizations for the purchase 
of agricultural items from offshore sources, the Administration re 
quests the Department of Agriculture to review them and determine 
whether supplies are surplus in relation to domestic needs.” 


The Administration also submits to the participating countries 
lists of goods held by the War Assets Administration; the coun- 
tries and the Country Missions have been requested to pay 
special attention to the general-purpose machinery and equip- 
ment in WAA inventories: 


Because there are considerable amounts of general-purpose tools 
such as lathes, drill presses, milling machines, planers, and the like 
in the WAA inventory which could contribute to European recovery, 
the Administration has adopted the policy of encouraging their sale 
by financing not only the original purchase from WAA, but also the 
cost of inland transportation, repairs made in the United States, ex- 
port packing, and ocean freight to the country of destination. The 
Administration has urged the European countries to take advantage 
of this opportunity to secure equipment that may be of considerable 
use in the recovery effort.’6 


End-Use Check 


Congress was quite emphatic in insisting that procedures be 
devised to assure that the goods shipped under the program con- 


73 Such as frozen eggs, peanuts, honey, dried fruits, tobacco, wool, tung oil, 
seeds, turpentine, hemp. 

74 First Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 15. 
- 75 Second Report to Congress of the Economic Cooperation Administration, op. 
cit., Pp. 73. 

76 First Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 16. 
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tributed to the Recovery Program but did not strengthen the 
military potential of countries in Eastern Europe. In carrying 
out this unusual check—quite unprecedented in relations be- 
tween governments’’—it is necessary not only to scrutinize where 
the goods go and how they are used by the participating coun- 
tries, but “to maintain adequate checks on all sectors of their 


economies.””® 


The responsibility for this activity resides with the ECA Con- 
troller, who has a representative in each Country Mission and 
“although the physical task of seeing that commodities supplied 
to the foreign countries are used for their intended purposes 
must fall upon ECA overseas, the Controller is responsible for 
developing policies for this operation, for securing documenta- 
tion, and for maintaining control records.””? 


In France, arrangements are in force whereby the French Gov- 
ernment will submit periodic reports covering five stages in the receipt 
and distribution of ECA-financed supplies, namely: 

1. Notification of ship arrivals. 

2. Notification of unloadings at French ports. 

3. Distribution of commodities to port warehouses or other primary 

distribution points. 

4. Distribution from primary warehouses and assembly points to 

secondary warehouses and distribution points. 

5. Distribution to the final destination, i.e., factories, public util- 


ities, retail stores, etc.8° 


Counterpart Funds 
One of the most important provisions of the Foreign Assistance 


Act is the requirement that recipient countries “deposit in a 
special trust account in designated banks an amount of their 





77 Although it has been customary for private investment banks and even the 
Export-Import Bank to retain the right periodically to examine the operation in 
which they have invested. 

78 Second Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 82. 

79 First Report to Congress of the Economic Cooperation Administration, op. 
cit., Pp. 40. ' 

80 Second Report to Congress of the Economic Cooperation Administration, op. 
cit., p. 82. 
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36 
own currency equal to the full dollar cost to the United States 
government of assistance made available on a grant basis”®! 
to be used “for such purposes as may be agreed to between such 
country and the Administrator in consultation with the Na- 
tional Advisory Council on International Monetary and Finan- 
cial Problems, and the Public Advisory Board.”®? In general the 
“counterpart” funds are to be used for (a) reconstruction, ex- 
pansion, and modernization of industrial capacity, (b) stabiliza- 
tion of internal financial and monetary conditions, and (c) de- 
velopment and expansion of the productive capacity of raw 
materials. 


It is important to note that counterpart funds consist both of 
the local currency equivalents of direct United States grants® 
and the local currency equivalents of grants made by partici- 
pating countries under the Agreement for Intra-European Pay- 
ments and Compensations.** Part of the dollar allotment to 
certain countries is made conditional upon their making an 
equivalent amount available in their own currency as a grant 
to cover trade deficits of other participating countries. The coun- 
try receiving conditional dollar credits places an equivalent 
amount in its own currency in the local counterpart fund. It 
then makes available drawing rights from the counterpart fund 
equal to the conditional dollar aid.®* When the debtor country 
utilizes these drawing rights it, in turn, places an equivalent 
amount in local currency in its own counterpart fund. 


This entire process is subject to ECA supervision and con- 
trol. With regard to the initial conditional dollar grant ECA 
maintains “full control over expenditure by creditors.”*®* Once 


81 Sixth Report for the Public Advisory Board, op. cit., p. 8. 

82 Foreign Assistance Act of 1948, Sec. 115(b)(6). 

83 Less 5 per cent for United States local administration and purchase of stra- 
tegic materials. 

84 See Chapter III, below, pp. 53-54. 

85 Organisation for European Economic Co-operation, Interim Report on the 
European Recovery Programme, Volume I, Paris, 30th December 1948, Chapter 7, 
p. 109. 

86 Sixth Report for the Public Advisory Board, op. cit., p. 6. 
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the equivalents are deposited in the counterpart fund of either 
the creditor or debtor country, they are subject to the same 
disposition by the Administrator as those which are deposited 
as equivalents to direct dollar grants.*” ECA, therefore, ex- 
ercises a triple control over its initial dollar grant; first, over the 
actual dollars granted as conditional aid; second, over the equiva- 
lent local currencies set aside by the recipient of dollar aid; and 
third, over the equivalent of the aid received as drawing rights 
in European currencies. 

To date, the equivalent of one and one quarter billion dollars 
has been approved by ECA for use by seven of the partici- 
pating countries. (See accompanying table.) This includes funds 
which had been deposited under the provision of the Foreign 
Aid Act of 1947. Three countries, the United Kingdom, France 
and Norway, have used the equivalent of $348 million for the 
retirement of internal government debt. The remaining funds 
have been used primarily for large-scale capital expansion. 

A list of the countries, the amount of currency released and 
the purposes for which such funds are to be employed follows:* 


Austria: Rehabilitation of railroads, postal and telegraphic facil- 
ities, public buildings and public works (330.52 mil- 
lion schillings). 

France: For equipment programs of basic industries—electric 
power, coal mining, fertilizer and railroads (40 billion 
francs), for the reconstruction of merchant and fish- 
ing fleet (5 billion francs). 

For reequipment and modernization in industry and 
agriculture (20 billion francs), for the exploration and 
development of strategical and critical raw material 
sources (5 billion francs). 

For hydroelectric development (8 billion francs), for 
modernization of coal mines (5 billion francs), for 
coke plants (.7 billion francs), for electrification of 
railroads (1.3 billion francs), for the exploration for 
and development of scarce materials (5 billion francs), 





87 Second Report to Congress of the Economic Cooperation Administration, op. 


cit., Pp. 15. 
88 Local Currency Branch, Economic Cooperation Administration, Washington. 
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to reduce level of advances of Bank of France (25 bil- 
lion francs). 

Greece: For refugees (300 billion drachmas), for reconstruction 
(282 billion drachmas), for capital imports program 
(200 billion drachmas). 

For railroad reconstruction, agricultural rehabilitation 
and ship repair (52 billion lire). 

For industry (102 billion lire), merchant marine (15 bil- 
lion lire), agriculture (70 billion lire), tourism (8 bil- 
lion lire), public works (55 billion lire, including port 
improvements, highway construction, sewage disposal 
systems, aqueducts and public buildings). 

Norway: For the reduction of the occupation account of the Bank 
of Norway (110 million kroner). 

For the rehabilitation and reconstruction of key indus- 
tries and for the stimulation of productive activity (6.4 


billion lire). 


ITALy: 


TRIESTE: 


UniTED 
Kincpom: For the retirement of short-term debts held by the Bank 


of England ( £61.4 million). 


Loans 
The Foreign Assistance Act authorizes the Administrator to 


provide assistance for any participating country . . . through grants 
or upon payment in cash, or on credit terms, or on such other 
terms of payment as he may find appropriate. . . . In determining 
whether such assistance shall be through grants or upon terms of pay- 
ment, and in determining the terms of payment, he shall act in con- 
sultation with the National Advisory Council on International Mon- 


etary and Financial Problems.®® 

The determination of whether aid shall be in the form of a 
grant or loan and the terms of payment 

shall depend upon the character and purpose of the assistance and 
upon whether there is reasonable assurance of repayment considering 


the capacity of such country to make such payments without jeopar- 
dizing the accomplishment of the purposes of this title.7° 


89 Foreign Assistance Act of 1948, Section 111(c)(1). 
90 Ibid. 
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Eleven of the participating countries, to date, have negotiated 
with the United States loans totalling $837.3 million. The loans 
accepted by the United Kingdom and France represent 57 per 
cent of the total.’ Loans carry an interest rate of 2!4 per cent 
and are repayable in 35 years, starting July 1, 1952. 

Deducting $289.3 million which, for accounting purposes, was 
charged against authorizations for the first three months prior 
to July 1, 1948,?* there remains a balance from the original sum 
approved for loans of $710.7 million. This sum plus whatever 
part of the deficiency appropriation (to carry the program from 
April 2 to June 30, 1949)?** that Congress requires to be advanced 
in the form of loans will be charged against the $4,875 million 
approved for the first fiscal year. 

There is some doubt whether the present ratio of loans to 
grants, amounting to 20 per cent, can soundly be maintained for 
the remainder of the four-year period. At the close of the Recov- 
ery Program the participating countries have estimated that they 
will still have sizable dollar deficits. Present contracts require 
that repayment of loans should start at the termination of the 
American aid program. If the payments of interest and principal 
on a potential total of $3.5 billion were added at that time as a 
further call on the dollar resources of the participating coun- 
tries, the strain might induce a serious recession. Even now “the 
payment of interest on dollar loans contracted since the end of 
the war by certain member countries is beginning to weigh very 
heavily on their balance of payments.”®? 


We should take care not to insist that these countries contract ad- 
ditional dollar debts which will absorb so much of their dollar earn- 


91 The list of loans and the amounts (in millions of dollars) is: the United 
Kingdom (310); France (170); the Netherlands (95); Ireland (60); Belgium- 
Luxemburg (50); Italy (50); Norway (35); Turkey (30); Denmark (25); Swe- 
den (10); Iceland (2.3). 

92 First Report to Congress of the Economic Cooperation Administration, op. 
cit., Appendix C, p. 70. 

924 See footnote 84, above. 

93 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 8, 
p. 38. 
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ings as to operate to the disadvantage of future trade and private 
investment. . . . The proportion of total aid which can prudently be 
provided on a loan basis must depend on the estimate of the borrow- 
ing country’s capacity to repay in dollars and also on the degree of 
flexibility which can be introduced into the terms of repayment.*4 


Supplemental Dollar Resources 


In order to increase the flow of private dollars to the partici- 
pating countries, the Foreign Assistance Act recommended 
three measures: promotion of travel, guarantee of American in- 
vestments,®* and liquidation of foreign assets in the United 
States. 

Travel of American tourists represents “the largest single po- 
tential dollar earner of the participating countries,”*° and, there- 
fore, has been a question of major concern on both sides of the 
Atlantic. 

An interdepartmental agency has been set up in the United 
States Government, headed by the chief of the Travel Branch 
of the Office of International Trade in the Department of Com- 
merce, to explore means for increasing passenger shipping facili- 
ties, reducing costs, and assisting the participating countries to 
expand their own tourist accommodations and improve intra- 
European travel arrangements. A Travel Advisory Committee, 
composed of leaders in the various branches of the United States 
travel industry has been organized to assist the Interdepart- 
mental Committee. 

A European Travel Commission, composed of representatives 
of the participating nations, has been established as an official 
advisory group in the OEEC, with headquarters in Paris. Its most 





94 Statement of the Secretary of the Treasury before the Senate Committee on 
Foreign Relations as reported in Message from the President of the United States 
Transmitting Report of the National Advisory Council on International Monetary 
and Financial Problems Covering its Operations from October 1, 1947, to March 
31, 1948 (80th Congress, 2d Session, House Document No. 737), pp. 19-20. 


95 For provisions of this measure, see Chapter I, above, p. 14. 


96 Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 4, p. 70. 
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important objectives are “to expand air and sea transport . . .; to 
rehabilitate and modernize European hotels and, in some cases, to 
initiate new construction; to develop off-season travel; to lower 
the cost of tourist facilities where economic conditions permit; 
and to remove or modify official barriers to travel.”®’ 


It is interesting to note that the Commission was created last 
summer at the meeting of the International Union of Official 
Travel Organizations, a consultative agency of the United Na- 
tions Economic and Social Council with representation from 
eastern as well as western European countries. As a result of 
the efforts of the Commission, nine of the participating coun- 
tries—Norway, Sweden, Denmark, Netherlands, Belgium, Lux- 
emburg, Switzerland, Italy, and the United Kingdom—have 
abolished passport visas. In addition, 126 bilateral agreements 
have been negotiated between participating countries reducing 
and eliminating red tape covering entry, stay and exit of tour- 
ists. The United States has contributed to this effort by remov- 
ing the 15 per cent transportation tax for people traveling out- 
side of North America and by increasing the customs exemption 
from $100 to $400 on articles purchased abroad for personal use. 


The European Travel Commission has estimated that, with 
coordinated and continued effort to improve travel facilities and 
remove restrictions, the participating countries might increase 
their dollar earnings from other sources by as much as $800 
million annually.** Five of the participating countries have esti- 
mated that dollar receipts from tourism will be two and one half 
times larger than before the war.?? 


The importance of this source of dollars is fully appreciated 
by the participating countries: 


It figures among those industries which can become, relatively 
rapidly and at a comparatively small cost in capital investment, raw 


97 Second Report to Congress of the Economic Cooperation Administration, op. 
cit., pp. 61-62. 

98 As compared with $131 million in 1938. Interim Report on the European 
Recovery Programme, op. cit., Volume I, Chapter 4, p. 70. 
99 France, Italy, United Kingdom, Norway, Denmark. Jbid. 
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material, labour, etc., one of our major exporting trades and, more- 
over, one whose dollar content can be outstandingly high.’ 


And, of perhaps even more importance, 


tourism, by bringing the peoples of the world together—people of 
all sorts and from all walks of life—can make an important contribu- 
tion to the development of international understanding and the 


lessening of political tension.'°! 


The provision concerning the guarantee of American invest- 
ments has succeeded in calling forth applications to date totaling 
only $26.0 million for industrial projects—mostly in France, 
Italy, the Netherlands and the United Kingdom—and $4.0 mil- 
lion for informational media—primarily for Bizone, France, the 
Netherlands and the United Kingdom.’” After being screened 
by ECA, the Office of the Special Representative, and the Coun- 
try Missions, each project must be approved by the participating 
country before the guarantee will be issued. As of the first of 
November, only one application had been approved—for a carbon 
black plant to be built near Liverpool, England, at a cost of 
$850 thousand. 

If the objectives of the European Recovery Program are to be 
achieved in a period of four years, it is quite clear that some 
more effective method will have to be found to encourage a sus- 
tained flow of American investment funds and American capi- 
tal. The need of the participating countries will be as great, if 
not greater, in 1952, and if our economy continues to operate at 
the present unprecedented levels, profitable and secure outlets 
for American investments abroad will be of major importance. 


Another possible source for additional dollars for the partici- 





100 European Co-operation, Memoranda submitted to the Organisation for Eu- 
ropean Economic Co-operation relating to Economic Affairs in the period 1949 to 
1953—Presented to Parliament by the Secretary of State for Foreign Affairs and 
the Chancellor of the Exchequer by Command of His Majesty, December 1948, 
Cmd. 7572 (His Majesty’s Stationery Office, London), p. 29. 

101 Jbid., p. 30. 

102 Second Report to Congress of the Economic Cooperation Administration, 
Op. cit., Pp. 57. 
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pating countries is the dollar assets of their nationals. It is recom- 
mended in the Act, and formally affirmed in the bilateral agree- 
ments, that the participating countries will take all possible and 
practical measures to identify, locate and put to appropriate 
use privately or officially held assets in the United States that are 
readily convertible into dollars. 

On December 18, 1947, the National Advisory Council on 
International Monetary and Financial Problems reported’® that 
on June 30, 1947, the sixteen participating countries held long- 
term assets in the United States amounting to $4.9 billion, of 
which approximately 45 per cent consisted of readily marketable 
stocks and bonds; 35 per cent were in the form of direct invest- 
ment in American branches and subsidiaries of foreign corpora- 
tions and in United States companies; the remainder, amounting 
to $1 billion, was in estates, trusts, real estate and other miscel- 
laneous forms. 

Liquidation of these assets raises many difficulties both rela- 
tive to the long-term dollar-earning power so much needed by 
the participating countries and to the seriously unsettling effect 
wholesale sale of securities would have on the domestic market. 
For this reason American bankers have consistently opposed 
liquidation of a large part of these assets. 

The short-term assets, made up primarily of deposits in 
American banks and holdings of United States Treasury bills 
and certificates, amounted to $2.2 billion on June 30, 1947, and 
there was an additional $6.6 billion in gold reserve. 

The limitations on the use of these assets as a secondary source 
of dollars was clearly foreseen by the Secretary of the Treasury. 


It would be folly on our part to force the European countries to 
use up their gold and dollar balances to a point where they would 
not have adequate funds to operate smoothly through ordinary com- 
mercial and financial channels. By insisting that the participating 


103 Foreign Assets and Liabilities of the United States and Its Balance of Inter- 
national Transactions; A Report to the Senate Committee on Finance by the 
National Advisory Council on International Monetary and Financial Problems, 
9 ae 18, 1947 (U.S. Government Printing Office, Washington, 1948), pp. 
56 ff. 
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countries exhaust their gold and dollar balances, we would merely 
add further instability to their monetary systems. As a matter of fact, 
all of the participating countries, except Switzerland, Turkey, and 
Portugal, have already reduced their dollar balances to or below the 
amount which would normally be regarded as safe.'% 


5 eeemaereinnianiaansseamaiiaiaasienanmataiadiaintaii an 

104 Statement of the Secretary of the Treasury before the Senate Committee on 
Foreign Relations as reported in Message from the President of the United States 
Transmitting Report of the National Advisory Council on International Monetary 
and Financial Problems Covering Its Operations from October 1, 1947, to Marck 


31, 1948, op. cit., p. 20. 








Cuapter III 


THE FIRST ANNUAL PROGRAM 


On October 16, 1948, OEEC handed to the ECA Special Rep- 
resentative in Europe the first annual program for the period 
July 1, 1948-June 30, 1949, the product of more than 750 meet- 
ings of the various working groups, technical committees, the 
Executive Committee and the Council. Nineteen countries had 
cooperated in its preparation and had “agreed unanimously 
upon its terms.”©° The report covered the following points: 


(1) An internationally integrated and screened recovery programme 
including the allocation and use of $4,875 million of United States aid. 

(2) The introduction of a system of intra-European payments 
linked to United States aid, but dependent upon aid furnished by 
European countries to each other. 

(3) The adoption of a set of rules of commercial policy to guide the 
future financial, economic and commercial relations of the member 
countries,1°° 


The elaboration of this program was not only “an operation 
unique in the individual and collective economic history of the 
member countries”’®’ but a task of great complexity accom- 
plished within the short space of seven months. This achieve- 
ment was made possible only by a determination and a growing 
spirit of cooperation that enabled the participating countries to 
transcend “the many difficulties arising from differences of con- 
stitution, outlook and national policy.” 


The methods of work in the Organisation are based on co-operation. 
In the Council all the participating countries are represented and all 
decisions are taken unanimously. The same rule of unanimity applies 
in the Executive Committee, which is composed of representatives of 
seven of the participating countries chosen by the Council. There is 


105 Organisation for European Economic Co-operation, Report to the Economic 
Co-operation Administration on the First Annual Programme, July 1st, 1948- 
June 30th, 1949 (Paris), Foreword, p. 7. 

106 [bid, 


107 Jbid., p. 8. 
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no voting and no forced closure of debate, and therefore differences 
of opinion have to be settled by consultation and concession. 

The structure of the Organisation and the methods of work en- 
courage corporate thinking on European lines and an international 
rather than a national outlook.!® 


Division of Aid 

In the preparation of its first report the Organization was 
faced not only with the necessity of evolving an international 
economic policy but of developing “the principles, statistical and 
economic, on which .. . information was to be marshalled . . . 
[as well as of reconciling the] great differences in statistical and 
administrative tradition and technique in the various coun- 
tries.”!°? A common commodity nomenclature was established 
and standard forms for tables were drawn up in order that the 
data received could be readily processed, and, on June 9, the 
Organization addressed a directive to each member country ask- 
ing that for the year 1948/49 it submit 


its plans for imports, production, consumption and exports of a 
wide range of commodities, its forecast of the balance of payments 
with the different geographical areas of the world, its forecast of the 
balance of payments with the dollar area, and a statement of the eco- 
nomic policy to be followed in 1948/49, the expected results of that 
policy, and a justification of the amount of aid requested as a support 
for the plans. 

. . all member countries were requested to work on common as- 
sumptions as to the availabilities of commodities, consumption stand- 
ards, stocks and employment.!!° 


As the exact amount of United States aid had not yet been 
decided, the countries were asked to program on the basis of a 
total of $5.3 billion as worked out by the interdepartmental Ad- 
visory Steering Committee and reported by countries and com- 





108 Interim Report on the European Recovery Programme, op cit., Volume I, 
Chapter 7, p. 107. 

109 Report on the 1949-50 Programme, op. cit., Introduction, p. 2. 

110 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 3, 
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modities in the “Brown Books.” It was not until July 4 that 
ECA suggested to the Organization that its plans be based on 
the reduced figure of $4,875 million, which necessitated a sub- 
stantial revision in the estimates submitted by the participating 
countries. 


Before the division of aid could proceed it was necessary to deter- 
mine the basic policy upon which this division was to be based. There 
were two alternatives. Either the aid could be divided on the basis of 
each country’s dollar deficit with the non-member countries (which 
were largely those of the Western Hemisphere), account being taken 
in a separate scheme of its credit or debit position vis-a-vis other mem- 
ber countries and their monetary areas, or it could be related to the 
net debtor position arising from the sum of each country’s dollar 
deficit with non-members and its credit or debit position with the 
other members and their monetary areas.!!! 


The first of these alternatives was adopted for a number of 
reasons. The separation of the dollar deficits from that of non- 
dollar deficits tended to emphasize the urgency of decreas- 
ing the dependence on dollar resources as much as possible and of 
developing trade with non-dollar areas. Furthermore, this ap- 
proach concentrated on the primary objective of covering dollar 
deficits and encouraged “the development of a free system of 
payments through the extended use of Western Europe’s own 
currencies,”"™* thus tending to release European trade from the 
dollar standard. 

As the first step in reconciling the nineteen separate country 
estimates to bring the total within the figure of the expected aid, 
the Council set up a group of four experts to examine each 
program on its own merits.’ 

In their analysis, the “Four Wise Men” laid down the follow- 
ing criteria based upon principles developed by the Council: 





111 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 3, 
p- 9. 

112 [bid., p. 9. 

113 [bid., p. 11. The members of the group were G. Guindey, Chairman of the 
Balance and Payments Committee, E. P. Roll, Chairman of the Programmes Com- 
mittee, S. Spierenburg, Interim Chairman of the Trade Committee, and P. Stop- 
pani, Vice-Chairman of the Intra-European Payments Committee. 
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(a) Consumption of food and other consumer goods should be 
maintained at approximately the 1947 level, subject to the qualifica- 
tions laid down by the Council, and the further qualification that 
countries should benefit, in whole or in part, from any increase in their 
own agricultural production. 

(b) Full account should be taken of the supplies likely to be avail- 
able in world markets. 

(c) Member countries should make the fullest possible use of sup- 
plies in non-dollar sources. 

(d) The prices of certain staple commodities should be adjusted 
in the light of the latest and most reliable information available.'!4 


After intensive study and consultations with representatives of 
member governments and with other experts in the Organiza- 
tion’s technical committees, the group prepared a report which 
was submitted to the Council on August 12. 


The Payments Scheme 


In the meantime, a second group of five experts, from Belgium, 
France, Greece, Norway and the United Kingdom, had been 
set up to supervise negotiations for the creation of an Intra- 
European Payments Scheme. The non-convertibility of most Eu- 
ropean currencies and the resultant demand on the part of sellers 
for gold or dollars as the medium of payment had resulted in the 
freezing, to a considerable degree, of intra-European trade. The 
first report of the Committee of European Economic Coopera- 
tion prepared during the summer of 1947 recognized that the 
restoration of production and trade was closely related to the 
question of liberating currency exchanges. 


The principal obstacle to the development of inter-European trade 
lies in the insufficiency of European production, but the position is 
aggravated by certain defects inherent in the mechanism of the pay- 
ments arrangements now in force. Trade between European countries 
is organized to-day by bilateral agreements, which generally provide 
for settlement in gold or in convertible currencies of the debit balances 
in excess of the credit margins granted under these agreements. . . . 


114 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 3, 
p. II. 
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. . . these defects should be corrected in order that countries which 
now have a surplus production, or which as the result of American 
assistance will in future have a surplus production, should, as the 
result of greater freedom of international trade, be able to place their 
export capacity at the disposal of countries which can make use of it. 

This object could be attained through the more efficient utilisation 
of exchange reserves, if each country could set off debits against 
credits by means of the transferability of European currencies be- 
tween each other. The transferability of European currencies would 
permit a country which has a credit in its relations with another 
country to use it to settle a debit resulting from current payments to 
a third country. A set-off of this nature would reduce to a minimum 
payments in gold and convertible currencies which at present Euro- 
pean countries are generally required to make to settle the balances 
which occur periodically owing to the working of bilateral agree- 
ments. This system would make it possible to abandon the existing 
procedure for a bilateral balance of trade, and to deal only with the 
disequilibrium of the trade of a given country in relation to other 
countries of Europe taken together.!1° 


As a result of the report of the financial committee of the 
CEEC, a limited Multilateral Monetary Compensation Agree- 
ment was signed on November 18. 


The accord came into effect on 1 January 1948, with the Bank for 
International Settlements designated as agent to prepare compensa- 
tion proposals in accordance with the directives established by the 
Governing Committee. The signatories to the agreement were Belgium 
(acting also for Luxembourg), France, Italy and the Netherlands. 
The United States/United Kingdom Combined Zone in Germany has 
since joined as a full member, and Denmark, Norway, Sweden, the 
United Kingdom, Greece, Portugal and the French Zone of Germany 
have adhered to the agreement as temporary or occasional members. 
Austria has likewise been accepted for membership, with effect in 
April 1948.1!6 


The agreement was designed to handle the writing-off of the 
debits and credits of the participants, but stipulated that this 


115 Committee of European Economic Co-operation, General Report, op. cit., 
Volume I, Appendix E, p. 133. 

116 United Nations, Department of Economic Affairs, A Survey of the Economic 
Situation and Prospects of Europe (Research and Planning Division, Economic 
Commission for Europe, Geneva, 1948), p. 100, note. 





See ai 





h 
2 
g 
7 


Tm hf 


=) = 2 a. 





51 


should be done only by prior negotiations between related 
debtors and creditors. This provision seriously impaired the 
effectiveness of the agreement because of the reluctance of the 
creditors to make the necessary financial adjustments without 
assuring for themselves commensurate returns in goods. 

The limited success of this scheme made it evident that a 
system of intra-European compensations could not command 
wide support unless some means were devised to support this 
activity with either a convertible currency or gold. Gold reserves 
had been gravely reduced and only one currency—dollars—could 
furnish the needed support for a general multilateral compensa- 
tion system. 

During the summer and fall of 1948 the Economic Cooperation 
Administration made supplementary allotments to debtor coun- 
tries to enable them to purchase additional programmed goods 
from participating countries. 


In this manner the ECA dollars did double duty—they permitted 
one nation to buy commodities with dollars in the markets of another, 
and the latter to use the dollars to finance its own purchases in the 
Western Hemisphere. At the same time, in making allotments to 
participating countries, the Administration took into account the 
dollars that these countries had received as a result of the so-called 


“offshore” purchases.!!” 


While this system supplemented the dollar resources of certain 
countries, it did not provide assurance that the dollars would 
flow from the debtor countries to the appropriate creditor coun- 
tries either in the amounts or at the time they were most needed. 
Furthermore, it tended to increase reliance upon the dollar 
standard. By the time OEEC began to consider this problem it 
had become apparent that if dollars were to be used to bolster 
an intra-European payments scheme, they would have to be 
injected into the stream at the creditor rather than the debtor side. 

On October 16, 1948, an Agreement for Intra-European Pay- 
ments and Compensations based upon use of part of the dollar 


117 Second Report to Congress of the Economic Cooperation Administration, 
Op. cit., p. 12. 
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funds authorized in the Foreign Assistance Act, was approved 
to replace the Multilateral Monetary Compensation Agreement. 
The group of five experts appointed by the OEEC Council had 
supervised no less than 78 bilateral discussions to determine the 
contributions of the creditor countries and the drawing rights 
of the debtor countries. These discussions involved decisions as 
to “the estimated credit or debit balance for 1948/49 between 
each pair of member countries [and the extent to which] debit 
balances should be financed by existing balances or unused cred- 
its or by other means.”!'® On the basis of the resultant net intra- 
European payments position of each country after all allowances 
had been made for increases in production and exports, for 
dollar aid and for rechanneling imports, a schedule of drawing 
rights and contributions was established. Contributions were to 
be made by creditor countries in their own currencies, and these 








Contributions Drawing Rights 

Country (Millions of Dollars) 
Austria 3.1 66.6 
Belgium-Luxemburg 218.5 11.0 
Denmark 5.1 11.9 
France 9.7 333.0 
Greece — 66.8 
Italy 47:3 27.0 
Netherlands 11.3 83.0 
Norway 16.5 48.3 
Sweden 34.8 9.8 
Turkey 28.5 8.8 
United Kingdom 312.0 30.0 
Bizone of Germany 108.8 98.6 
French Zone of Germany 14.8 15.6 

Total 810.4 810.4 


Source: Agreement for Intra-European Payments and Compensations (OQEEC, 
Paris, 16 October 1948), p. 27. 


118 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 3, 
p. 12. 
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contributions were then to be made available as credit against 
which debtor countries could exercise their drawing rights.''** 

By agreement between the participating countries and ECA, 
part of the dollar aid to creditor countries is made conditional 
upon the furnishing of drawing rights. Thus, the total dollar 
aid which each creditor nation will obtain during 1948/49 will 
not be increased as a result of this arrangement. In fact, in terms 


OEEC First ANNUAL Procram, JULY 1, 1948-JUNE 30, 1949, 
Apjustep For InrrA-EuroPEAN PayMENTs SCHEME 


Dollar Drawing Rights (+) Total 
Country Aid Contributions (—) Aid 
(Millions of Dollars) 


Austria 217.0 +63.5 280.5 








Belgium-Luxemburg 250.0 —207.5 42.5 
Denmark 110.0 4-6.8 116.8 
France * 989.0 -+-323.3 1312.3 
Greece 146.0 +66.8 212.8 
Iceland 11.0 11.0 
Ireland 79.0 79.0 
Italy 601.0 —20.3 580.7 
Netherlands 496.0 +71.7 567.7 
Norway 84.0 +31.8 115.8 
Portugal 
Sweden 47.0 —25.0 22.0 
Switzerland 
Trieste 18.0 18.0 
Turkey 50.0 —19.7 30.3 
United Kingdom 1263.0 —282.0 981.0 
Bizone 414.0 —10.2 403.8 
French Zone 100.0 +0.8 100.8 
Total Aid 4875.0 +-564.7 4875.0 
—564.7 


4Includes overseas territories. 
Source: Report to ECA on the First Annual Programme, op. cit., Part I, Chap- 
ter 4, pp. 14-15. 


1184 All contributions are made in the form of grants except in the case of 
Greece, Sweden and Turkey; their contributions will be provided as loans. 
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of goods, the creditor nation will receive less since it is obliged to 
grant credits for the purchase of its goods to the amount of the 
conditional aid. The debtor countries, on the other hand, will 
receive no less in dollars and will have their dollar-grant imports 
supplemented by the value of the drawing right. The effect of 
this is demonstrated in the above table. 


All transactions under this plan are carried out by the Bank for 
International Settlements (referred to as the Agent) “in accord- 
ance with directives given by the Organization.”"'? These transac- 
tions involve two stages of compensation: 


In the first stage, the Agent will ascertain the monthly deficits be- 
tween each pair of member countries, which will then be reduced 
by recourse to the resources which are already available to the debtor 
countries in the currency of their creditors. The Agent will carry out 
to the maximum extent an allround writing down of balances, both 
debit and credit. He will then be in a position to ascertain the amount 
of drawing rights needed to cover any deficits which remain and he 
will give instructions for the necessary funds to be provided. In cases 
where the full amount of available drawing rights has not been used, 
the Agent may be authorised to use a drawing right granted to one 
country to meet a deficit which that country has with a third coun- 
try, provided that the latter is itself a debtor to the country which 
has granted the drawing right. These operations are referred to as 
first category compensation and may be carried out by the Agent auto- 
matically and without reference to the countries concerned. (Italics 
added.) 

The second stage will consist of a compensation involving an in- 
crease in one country’s balances held with a third country. This opera- 
tion is known as a second category compensation and requires the 
prior consent of the countries concerned so as to avoid settlements 
in gold.!20 


The participants are committed to carry through multilateral 
compensations as completely as possible, and, while not binding 


119 Agreement for Intra-European Payments and Compensations (Organisation 
for European Economic Co-operation, Paris, 16 October 1948), Part I, Article 
3(a), p. 4. 

120 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 6, 
Pp. 29-30. 
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themselves to accept second category compensations, have ex- 
pressed their intention 


to co-operate fully in facilitating any reasonable propositions put for- 
ward to them by the Agent, having regard to all the circumstances 
concerning such compensations.}?! 


Two aspects of this Agreement are particularly notable. In the 
first place, inclusion of the whole sterling area is a very signifi- 
cant development because 


it facilitates commerce between the participating countries [and] 
.. . Australia, New Zealand, India, Pakistan, Ceylon, Burma, Iraq, 
Southern Rhodesia and the Union of South Africa. These areas, to- 
gether with the United Kingdom and its dependencies, are expected 
to show a total estimated surplus on current account with the other 
participating countries of $500,000,000 during the program year 
1948-49. Under the payments plan the Sterling Area is treated as a 
unit. Its surplus on current account with the other participants will be 
financed by the use of about $300,000,000 in drawing rights estab- 
lished by the United Kingdom and by a net reduction of $200,- 
000,000 in the sterling balances of other participating countries. With- 
out the payments plan, it is doubtful whether exports from the Ster- 
ling Area to continental participating countries could approach any- 
thing like the total expected for the year 1948-49.!#? 


Secondly, there is an unprecedented obligation on the part of 
the participants to provide all information (relative to their cur- 
rent international transactions) necessary for the agent to carry 
out the stipulated clearances. This includes all information neces- 
sary to enable the Agent to have a clear understanding of the 
nature and operation of its payments agreements with other Con- 
tracting Parties; a monthly statement of the balances on the 
appropriate account or accounts available for compensations; a 
monthly report giving a single rate of exchange agreed with each 
other Contracting Party; and such further information as the 


121 Agreement for Intra-European Payments and Compensations, op. cit., Part I, 
Article 4(c), p. 5. 

122 Second Report to Congress of the Economic Cooperation Administration, 
Op. cit., p. 15. 
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Contracting Party considers may assist the Agent in his task.!?3 

Inadequate exchange of commercial information has repre- 
sented a major barrier to the expansion of multilateral trade in 
the past. Pooling of the information stipulated in the Agree- 
ment, therefore, represents a significant advance toward the ob- 
jective of removing restrictions to trade. 


In its Report to the European Cooperation Administration, 
OEEC declared that because of the 


Payments Scheme many of the pressures which have hindered that 
trade in recent years have been swept away. It is not too much to 
say that as a direct and immediate result of that agreement half a 
billion dollars worth of goods will move which would otherwise never 
have been made, or would have rusted or rotted into unsaleability.!24 


Production 


Increased production, “the touchstone of economic recovery,”!”° 
depends upon a steady and well-timed flow of essential com- 
modities, the maximum utilization of available resources, and 
planning of a type that transcends national boundaries. Although 
realistic planning of a joint program for the year July 1, 1948- 
June 30, 1949, could not even start until after the passage of the 
Foreign Appropriations Act on June 28, and although ECA 
supplies did not begin to arrive in important quantities until 
late summer, a substantial record of progress is envisaged for this 
first year. 

Production of bread grains for the crop year 1948/49 is esti- 
mated at 30 million tons, an increase of 45 per cent over the 
preceding year. Coarse grains production will probably be 12 per 
cent above 1947/48; beet sugar, 26 per cent, oil-cake and meal, 
45 per cent. (The only major lag is in meat production because 
of the time required to restore grasslands and to rebuild the 





123 Agreement for Intra-European Payments and Compensations, op. cit., Part I, 
Article 8(a), pp. 7-8. 

124 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 10, 
p. 2. 
125 Jbid., Chapter 2, p. 4. 
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livestock herds.) These achievements have been due, partly, to 
more favorable weather but “mainly to extra effort on the part 
of the farmers, to a larger consumption of fertilizers, and to a 
wider use of agricultural machinery.”!?6 

Industrial production shows even more marked gains, par- 
ticularly in certain key commodities such as steel, pig iron, lead 
and refined oil. 


ExpectTep INcREASE IN Propuction Durine 1948/49 
(All figures in roo metric tons unless otherwise indicated) 











Percentage 

Commodity 1947 1948/49 increase 
Refined Oil 11,145 20,514 84 
Lead 162 292 78 
Pig Iron 21,748 36,635 68 
Steel 30,331 45333 50 
Zinc 359 522 45 
Tin 83 115 38 
Aluminium 158 217 37 
Potash 974 1,258 29: 
Nitrogenous Fertiliser 1,065 1,356 27 
Beet Sugar 2,760 35470 26 
Wood Pulp 4,450 5,450 23 
Copper 407 472 16 
Coal 368,700 419,700 14 
Electric Power (Productive 

capacity—million kilowatts) 44 48 9 


Source: Report to the Economic Co-operation Administration on the First Annual 
Programme, op. cit., Foreword, p. 10. 


Consumption 


In accordance with the policy decision that “consumption of 
food and other consumer goods should be maintained at ap- 
proximately the 1947 level,”'?” increases have been scheduled 
only where necessary to rectify serious inadequacies or in order 


126 Jbid., Chapter 2, p. 5. 
127 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 3, 
p. II. 
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to provide sufficient incentive for the maintenance of production, 
Per capita consumption of bread grains will increase 19 per cent 
but will still be 10 per cent below the average for 1935/38. There 
will also be a 16 per cent increase in the consumption of fats and 
oils, bringing the general consumption level to 80 per cent of 
pre-war, but no increases are expected in the per capita con- 
sumption of meat, which will still remain 37 per cent below pre- 
war.'?”* Other consumer goods are being maintained even more 
strictly at the 1947 levels, as can be seen from the following 
excerpts, despite the substantial hardships involved. 


. in almost all European countries, strict rationing of domestic 
solid mineral fuels is still in force and will continue to be so for the 


period 1948/49.178 


In France, for example, supplies of solid fuels for domestic 
purposes will only be 40 per cent of pre-war. 

Consumption of textiles, another important consumer product, 
will be held at the 1947 levels despite the acute shortage which 
has existed for a number of years. Newsprint available for con- 
sumption will only be 1,250 thousand metric tons or about one 
half the pre-war level.'?* 


Trade 


Total imports for the participating countries are expected to 
show an increase from $17 billion in 1947 to over $22 billion in 
1948/49. This is due to 


fuller use of productive capacity in Western Europe, to the re- 
equipment programme which demands increased imports of capital 
goods and raw materials, and to an increase [of about 10 per cent] in 
the general price level of imported products.!?9 





127a Jbid., Part Il, Chapter 1, pp. 3-4. 
128 Jdid., Part II, Chapter 3, Annex A, p. 15. 
128a [did., Part II, Chapter 9, p. 58, Annex B. 


129 [bid., Part I, Chapter 8, p. 36. 
The general average of 10 per cent masks much steeper price rises in cer- 
tain critical commodities. 
The index of United States raw cotton prices, for example, stands at 400 
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As is inevitable in a highly industrialized, heavily populated 
region, food and agricultural products represent the largest single 
category of imports—35.5 per cent. Other major imports are: 
industrial raw materials, 29 per cent; miscellaneous manufac- 
tured products, 16 per cent; capital equipment 10 per cent.'?9* 

Despite the thirty per cent increase in total imports, it is esti- 
mated that total dollar and gold imports (93 per cent from the 
Western Hemisphere) will drop from $6.9 billion to $5.2 billion 
primarily because of increased reliance upon non-dollar sources. 


ANTICIPATED IMPORTS BY THE PARTICIPATING COUNTRIES 
Durine 1948/49 











Percentage 

Source 1947 1948/49 
U.S.A. and Canada 38.3 24.5 
Participating Countries * 30.7 34.8 
Sterling Area 11.4 12.9 
Other Western Hemisphere 11.7 g.1 
Other Non-Member Countries 7.9 9.7 
Other —- 9.0 

100.0 100.0 


4Including Dependencies. 
Source: Report to ECA on the First Annual Programme, op. cit., Part I, Chap- 
ter 8, p. 37. 


During 1948/49 the United States will supply one fifth of total 
import requirements but only 13 per cent of Western Europe’s 
raw material import needs, 42 per cent of its equipment imports, 
36 per cent of the fuel imports and 18 per cent of food and 


per cent of the 1938 level and the general index of agricultural prices at 280 per 
cent. /did., Chapter 5, p. 25. Even in the past year, there has been an increase of 
40 per cent for raw wool, 17 per cent for cotton coth, 50 per cent for zinc, 30 per 
cent for lead, 30 per cent for refined oil products, 20 per cent for crude oil, 
15 per cent for steel and 20 per cent for fertilizers. Because of the relatively large 
proportion of foodstuffs in the dollar programme it can be reasonably estimated 
that the average price of imports from the; dollar area will be 10 per cent more 
in 1948/49 than in 1947. Ibid., Chapter 7; p. 35. : 
129a Jbid., Part I, Chapter 10, table 1. 
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agricultural imports. On the other hand, the participating coun- 
tries and their overseas territories will supply each other with 
53 per cent of their fuel and equipment imports, 39 per cent of 
raw material imports and 34 per cent of food and agricultural 
imports.79> 

Although exports from the participating countries to the 
United States and Canada are expected to increase by only $200 
million, total exports will amount to $15.8 billion as compared 
with $9.3 billion in 1947. 
To a certain extent this increase is doubtless due to the rise in Prices; 
the prime factor, however, is the export drive. This increase . . . is 


largely due to markets outside the dollar area, reaching a total of ap- 
proximately [$14.2 billion] as compared with [$8.6 billion] in 1947.1? 


A large part of this increase will result from greatly expanded 
trade among member countries. It is estimated that the overall 
volume of this trade should increase by 25 per cent after allow- 
ance for price changes.’ 


The volume of trade in coal should increase by 150% and that in 
steel by 25% compared with 1947, by 23% in paper and pulp, and by 
16% in timber.!32 


This expansion of trade, particularly the freeing of intra- 
European trade, the substantial increase in production and, above 
all, the stringent curtailment of consumer demand will result 
in an estimated reduction of the total dollar deficit from over 
$8 billion in 1947 to less than $6 billion in 1948/49. (See table.) 


Six Months of Operation 


During its six months of operation, the Organization has been, 
of necessity, mainly concerned with laying foundations essential 
for progress and with meeting current emergencies. Without 


129b Jbid., Part I, Chapter 10, table 2. 

130 Report to ECA on the First Annual Programme, op. cit., Part I, Chapter 8, 
p- 37- 

131 Jbid., Part I, Chapter 2, p. 6. 

132 bid. 
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Reduction Due To Million Dollars Percentage 
Decrease in dollar imports $1,699.6 59-5 
Increased exports to dollar area 190.4 6.5 
Decrease in debit balance for invisibles 83.7 3.0 
Decrease in other debit balances 889.3 31.0 
$2,863.0 100.0 


Source: Report to ECA on the First Annual Programme, op. cit., Part I, Chap- 
ter 8, p. 40. 


production, there can be no trade, without low production costs 
there can be no effective competition in world markets, and 
without planned expansion of production in terms of poten- 
tial markets there is a serious danger of unsaleable surpluses. 
The Organization has already made considerable headway on 
the first two steps. Production has increased, and mechaniza- 
tion or modernization of existing machinery, a key factor in low 
production costs, is proceeding. Advances have also been made 
with respect to the standardization of equipment, particularly in 
such fields as inland transport. 


. .. the Organisation has decided to recommend that the standards 
agreed by the International Railway Union’s Technical Commis- 
sion for spare parts should be made compulsory for wagon orders to 
be placed by the member countries. For flats and covered wagons, 
the specifications laid down by the International Railway Union 
should be compulsory and, after an additional enquiry to be made by 
the U.I.C., the Union’s specifications for open wagons should be 
adopted.'93 


Paralleling these steps, measures are being taken, in collabora- 
tion with the International Labor Organization, to improve the 
productivity of the individual worker. 


The full utilisation of European manpower is one of the funda- 
mental tasks to which the Organisation is devoting itself.154 





133 Report to ECA on the First Annual Programme, op. cit., Part II, Chapter 13, 
Pp. 77+ 
134 Ibid., Part Il, Chapter 16, p. 103. 








62 


On November 12, the OEEC Council asked the International 
Labor Organization 


(1) to establish at an early date an international course for Euro- 
pean countries on the training of supervisors within industry; 
and 

(2) to consider the possibility of developing and encouraging in- 
ternational arrangements whereby the nationals of one country 
might be admitted for the purposes of vocational training to 
the appropriate institutions of other countries.!3° 


The Council also addressed a recommendation to the participat- 
ing countries 


(1) to make the fullest use of the new service of the I.L.O. in the 
improvement of training methods in their countries; 

(2) to co-operate in an international course by sending to it experts 
who will be able on their return to their own countries to train 
instructors in the methods taught and thus ensure their widest 
possible adoption within the industry of that country; 

(3) to ensure that the experience already achieved in some partici- 
pating countries in vocational training should become available 
for all through the exchange of visits of experts, instructors 
and technicians; and 

(4) to take steps to solve the problem of training emigrant workers 
either by training unskilled workers themselves or by estab- 
lishing machinery by which such training is carried out on a 
co-operative basis between the interested countries.15° 


Another important move has been the Organization’s decision 
to recognize the Trade Union Advisory Committee’*’ “as the co- 
ordinating body on the workers side with which relations will 
be maintained . . . on matters of direct interest and concern to 
trade unions.”'*® The particular contribution of labor to Euro- 
pean recovery was underlined by Ambassador Harriman in a 





135 Press Communique No. XII, Annex I, Organisation for European Economic 
Co-operation, Paris, 25 November 1948, p. 1. 

136 Ibid., pp. 1-2. 

137 See Chapter I, above, p. 23. 

138 Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 7, p. 119. 
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statement made in October, when he said: “It is in the tradition 
of labor to cut across state boundaries in looking for ways of 
improving the welfare of the workers. In so doing, they improve 
the welfare of their nations.”’*® 

In addition, ways and means of improving industrial tech- 
niques in the United Kingdom are being explored by the Anglo- 
American Council on Productivity, composed of four American 
and four British business leaders and a similar number of labor 
representatives. Since their first meeting in London on Octo- 
ber 25, this group has been conducting a field survey of British 
industries. 

Such, in brief, has been the work of the Organization moving 
toward recovery. Ahead lie the final definition and implementa- 
tion of the 1949/50 program, including its integration in the 
long-term strategy of evolving a viable European economy 
through the joint efforts and the joint planning of the partici- 
pating countries. “The experience gained during the last seven 
months, and the confidence obtained from this period of trial, 
will no doubt stand the Organisation in good stead, as it has 
put co-operation to the test and has succeeded.”!° 


139 Press Release No. 27, Economic Cooperation Administration, Office of the 
U.S. Special Representative in Europe, Paris, France, October 7, 1948, p. 1. 

140 Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 7, p. 118. 











CuHaprTer IV 


THE ROAD AHEAD 


Behind the first annual program of the Organization for Euro- 
pean Economic Cooperation lies “a period of co-operative activity 
unlike anything hitherto known in the economic relations be- 
tween any group of independent states.”'*! This cooperation was 
forged in the very process of securing agreement on how much 
United States aid should be allotted to each country and how to 
reconcile the economic programs of nineteen separate countries. 
At the time this task was undertaken, not only was the Organ- 
ization still largely a promise, lacking form and content, but the 
very tools with which to work had to be created and agreed 
upon. Furthermore, there was not .available either the kind of 
historical perspective or the knowledge of future plans neces- 
sary for an adequate appraisal. The program for 1948/49 repre- 
sents but the first step in a long continuous process which can 
only be adequately directed with a full understanding both of 
past causes and of future intentions. When the CEEC Report 
was written in 1947, the problems were regarded almost entirely 
as an aftermath of the war. It is now clear that, even before the 
war, the position of Europe in the world economy had been 
weakening. “Some problems are more deep rooted than was 
thought, and correspondingly more difficult of solution; with 
these larger problems progress has been slower.”!” 

Western Europe, with a population nearly double that of the 
United States and with only half the area, has long been de- 
pendent upon its export of manufactured commodities to finance 
imports of food (20 per cent of total pre-war food supplies) 
and “the many raw materials of which the region has insignifi- 
cant or inadequate supplies . . . [for example] 80% and 90% 
of her textile materials . . . 3094 of her timber, most of her non- 





141 Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 1, p. 14. 
142 [bid., p. 13. 
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ferrous ores and metals, and nearly all her oil.”'** In fact, ex- 
ports of manufactured products from Europe comprised a large 
percentage of this type of export to countries that could not 
produce them for themselves. This permitted concentration on 
“those industries in which the work of their skilled craftsmen 
could command a greater return . . . [and] for all the policy 
of specialisation brought rich gains and made possible a standard 
of living far higher than in most other parts of the world.”!* 

While this dependence on foreign trade has been a source of 
strength, it has also been a source of weakness. 


It exposed the nations to the risks and uncertainties both of year- 
to-year fluctuations, and of the slower secular changes, in the world 
outside. In the great primary producing areas in North and South 
America, in Australasia, in Africa, and in Asia, manufacturing indus- 
tries have been rapidly developed. This has reduced their dependence 
on European manufactures. At the same time, the rapid growth of 
population has provided great internal markets for a, large part of 
their agricultural output, thus making them less dependent on exports 
of foodstuffs and raw materials to Europe.!45 


As the result of the spread of industrialization, “world trade 
in manufactures has formed an ever smaller proportion of the 
world’s output. In the 1870’s almost one-third entered into inter- 
national trade; in 1913 one-fifth, in 1938 only one-tenth.”'° 

During the inter-war years a number of factors helped to 
lessen the extent of the structural weakness which has been fully 
revealed and made most urgent by the devastations and destruc- 
tions of the second World War and by the abnormal conditions 
following up its slow and uncertain liquidation. The most im- 
portant of these factors were the substantial earnings from in- 
visibles—including capital investment, about $1.3 billion; ship- 
ping, tourism and so forth, about $0.7 billion—which paid for 
some 30 per cent of imports. Gradually, however, the annual 


143 Jbid., Chapter 2, p. 15. 
144 Ibid., pp. 15 and 16. 
145 [bid., p. 16. 

146 Ibid., p. 17. 
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rate of foreign investment had been decreasing, a process which 
was made catastrophic by the vast expenditures of a total war 
economy in World War II. 

The international economic situation was further obscured by 
the fact that during the periods of depression in the inter-war 
years the need for imports was reduced. “Unemployed factories 
need no raw materials. Unemployed men buy less food. The 
depression among primary producers also kept very low the 
prices of imported foodstuffs and raw materials,” thus creating 
a favorable balance for manufactures.'*” 

The precarious equilibrium which had been sustained until 
the second World War was finally and irrevocably upset and 
Europe emerged from it faced with a formidable task and the 
necessity of effecting major changes in its structure. 


By 1947 the investment income had largely vanished. On other in- 
visible transactions, especially shipping and government expenditure, 
Western Europe was paying out far more than she received. All told 
she had a net deficit on invisible account of about three-quarters of a 
billion dollars.'48 


The stimulus provided by the European Recovery Program led 
to an exhaustive analysis of all these complicated problems of 
European recovery in peace and war, and to an unprecedented 
effort on the part of the participating countries to project plans 
covering every aspect of their economies for the next four years. 


The greatest challenge to the strength of the will to co-operate in 
the Organisation has been the request to the Governments of the par- 
ticipating countries to submit their four-year plans for economic re- 
covery with a view to their being assimilated into a long-term plan 
for Europe.149 


These “give a more complete picture of national plans, in- 
tentions and forecasts, than has ever before been available,” and 
their examination by the Organization has permitted it to 


147 Jbid. 
148 Jbid., Chapter 4, p. 68. 
149 Ibid., Chapter 7, p. 114. 
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apprehend the vital European problems. “It is in consequence 
far better fitted for the task which now lies immediately before 
it, the construction of a joint European recovery programme.”!*° 

Such a program must be drawn in the light of the known 
problems and the estimated potentialities. It cannot, however, 
now or ever, be an exact blueprint. “Any programme of eco- 
nomic planning must be in the nature of a broad strategical plan 
sufficiently flexible to meet unpredictable and rapidly changing 
events.”**! + 


We cannot hope to have a neat and tidy master plan which would 
unfold itself as we went along and would thus provide us with fixed 
and rigid formulae by which to judge our operations for, say, a year 
or a quarter ahead.'*? 


It should be remembered that “forward estimates are always 
uncertain and must be treated rather as indications of the order 
of magnitude of the problems, not as their statistical delinea- 
tion.”!°3 Not only is it impossible to forecast exactly material 
availabilities but, in any democratic society, it is both impossible 
and undesirable to guarantee adherence to any precise formula. 


. . Fecovery must not be bought at the price of arbitrary and ex- 
cessive interference with the rights of the individual. ... powers of 
prohibition and compulsion, though they must be used to set limits 
to economic freedom, must not be allowed except in very special cir- 
cumstances to infringe the personal freedom of the individual. The 
execution, as well as the preparation, of plans, must be based upon 
the willing co-operation and understanding of the general public.!*4 


This understanding takes time to develop, and efforts to out- 
run it are dangerous. Equally important is the fact that any 
changes in a complex economic structure have substantial reper- 


150 Jbid., Chapter 1, p. 14. 

151 European Cooperation; Memoranda submitted to the Organisation, etc. 
(Cmd. 7572), op. cit., Foreword, p. vi. 

152 Report on the 1949-50 Programme, op. cit., Chapter V, p. 3. 

153 Interim Report on the European Recovery Programme, op. cit., Chapter 1, 
p. 13. 

154 European Cooperation; Memoranda, etc., op. cit., Chapter 1, p. 2. 
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cussions. Radical shifts in types of production can result in con- 
siderable unemployment and a resultant loss of income unless 
time is given for retraining and gradual reabsorption. The 
achievement of a European customs union, for example, how- 
ever desirable, is a very long-range project, involving readjust- 
ments of innumerable aspects of the various economies. This is 
no easy undertaking, particularly with countries of widely differ- 
ing economic policies and economic strengths, and tends to 
expose the stronger economies to the stresses and strains under 
which the weaker economies are laboring. Even Benelux, com- 
posed of a small, relatively homogeneous group of countries, has 
taken four years to develop its customs union, and many prob- 
lems are still in the process of solution. 

The long-term program of the nineteen participating nations 
is, therefore, in the nature of estimates and targets. Structural 
changes which may prove desirable will of necessity evolve 
slowly, and the results of this cooperative effort will probably be 
fully visible only after a considerable span of years. Effective 
development will require not only extraordinary collaboration on 
the part of the European nations and their people but of the 
other continents as well. Europe, as a great trading center, is 
particularly dependent upon its economic relations with the out- 
side world, and many of its problems 
spring from maladjustments which are not entirely of Europe’s mak- 
ing and which are in part beyond Europe’s control. They are of the 
very greatest importance and significance to countries outside Europe 
as well as to those within it. The possibilities of finding satisfactory 
solutions of Europe’s problems will be greatly increased if the full 
implications are understood by countries outside Europe, and if the 


changes involved can be made easier by the actions of countries out- 
side as well as inside Europe.'*° 


Basic Assumptions 
The analysis of the methods by which Western Europe can 
achieve a viable economy in 1953 and the inter-relating and 


155 Interim Report on the European Recovery Programme, op. cit., Chapter 8, 
p. 122. 
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adjusting of individual national programs is proceeding, of 
necessity, on the basis of a number of assumptions. 


The first and most important assumption underlying all the pro- 
grammes is that there will be peace. Even a continuing deterioration 
of the international political situation would certainly lead to so 
great a diversion of resources from recovery as would interfere with 
the programmes and postpone the date of their successful execution. 

The second general assumption is that a high level of employment 
will continue throughout the world and particularly in the United 
Grates. ... 

The programmes of all the participating countries assume that there 
will be a high level of world trade. .. . 

All the national programmes imply that both the country pre- 
paring the programmes and other countries submitting programmes 
will have brought inflationary pressure under control by 1952-3, and 
indeed long before that, or have been able to maintain internal 
financial stability where this already existed. 

The participating countries have assumed that all will make plans 
of action in those fields which are of special strategic importance to 
their economies and to the economies of the other participating coun- 
tries as a whole. 

The members of the Organisation have all assumed that they will 
continue to co-operate in the solution of their common problems, 
and that this co-operation will continue after 1952. 

Finally, the participating countries have assumed that the generous 
assistance being provided by the United States to assist the re- 
covery of Western Europe will be continued for the next three years 
on a sufficient scale. . . .1%° 


Production Estimates 


In programming for recovery, the countries of Western Eu- 
rope have had to examine not only their trade and payment 
balances with each other and the outside world; they have also 
had to analyze their individual economies in order to ascertain 
maximum availabilities of goods and determine their minimum 
reliance upon outside aid. The long-term program, therefore, 
explores in some detail the gross national product of the sep- 
arate countries and the way in which individual participants 


156 Ibid., Chapter 1, pp. 11-12. 
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expect to direct that product into investments, exports, home 
consumption and government expenditure; proposed increases 
in productive capacity and, more ifnportant, output per man- 
hour; internal tax and fiscal policies and means of stemming 
inflation; as well as the problem of increasing trade, of find- 
ing an adjustment between the intra-European export of goods 
essential for recovery of the participating countries and exports 
of non-essentials to other areas to earn dollars for necessary 
imports. Solutions could be achieved more readily if the separate 
problems within each country could be dealt with one at a time 
or if the maladjustments of the participants could be dealt with 
one country at a time. Unfortunately, in order to ensure that 
short-term solutions are consistent with long-term objectives, all 
of the major problems of all of the participating countries have 
to be dealt with simultaneously. Success, therefore, cannot be 
fully appraised at the end of the first year or, indeed, the second. 
The only valid measure is whether the strategy of attack has 
created a process of recovery and whether momentum is being 
sustained. 


It is as yet difficult to judge whether these developments are in 
general coherent, and whether there is a balance, for instance, be- 
tween the development of power and the development of industrial 
production, and between steel production and the output of the 
processing industries. Although each participating country has taken 
such account as lies within its power of the need for this balance 
and coherence in preparing its programme, it is necessary to examine 
the programme of Europe as a whole, in order to determine the 
critical points.!>7 


The three reports submitted to date represent three stages in 
the evolution towards an integrated long-term approach. The 
1948/49 program, based upon fairly accurate estimates of the 
amount of aid available and upon comparatively short-term statis- 
tical forecasts, nevertheless lacked the perspective for thorough 
analysis. The 1949/50 program was prepared without informa- 
tion regarding the amount of aid to be available and with much 





157 Ibid., Chapter 3, p. 25. 
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less possibility of statistical exactitude, but with a greater knowl- 
edge of the problems and potentialities. The long-term individual 
country programs are still in process of examination and recon- 
ciliation, but they provide the basis upon which it has been pos- 
sible to make an evaluation of the fundamental problems and a 
provisional estimate of potentialities. 

Originally, it had been planned to make the 1949/50 program 
only the next and most concrete step in the four-year plans. The 
directive sent by OEEC to the participating countries stated that 
the annual program for the period July 1, 1949, to June 30, 1950, 
should constitute an integral part of the long-term program. 
However, the necessity of completing the three reports in time 
for ECA consideration and Congressional action in the spring 
of 1949 made such an orderly development impossible. Plans for 
drawing up the individual country programs for 1949/50 were 
completed in August of 1948, while OEEC, “then less than four 
months old, was still deeply engaged in discussions on the pro- 
gramme for the first full year of the European Recovery Pro- 
gramme.”'*® The four-year plans of the individual countries had 
not yet been completed when OEEC submitted, early in Janu- 


ary, the 1949/ 50 program. 

This second-year program is, therefore, “extremely tentative” 
and will be modified in the light of conclusions drawn from 
further study of the four-year plans, economic developments dur- 
ing the first year and such statistical corrections as may be in- 
dicated. In any case, no finalization is possible until information 
is available on the dollar aid to be appropriated by Congress. 


Some time in the Spring of 1949 we may hope to know whether the 
Congress of the United States is willing to see the European Recov- 
ery Programme continued for another year, and if so, how much finan- 
cial assistance it is willing to appropriate for this purpose. This knowl- 
edge would provide the indispensable foundation for our planning in 
respect of one of the most vital parts of it, namely, the use of dollar 


resources.!59 


158 Report on the 1949-50 Programme, op. cit., Introduction, p. 1. 
159 Ibid., Chapter V, p. 2. 
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OEEC has concluded that under the most favorable conditions 
“$4,347 million is a conservative estimate of the minimum amount 


of aid needed to finance the European Recovery Programme for 
a further twelve months.”!© 


It must be emphasized that it relates exclusively to the financing of 
the Programmes of the participating countries and that it makes no 
allowance for any other expenditure which may have to be provided 


for by the U.S. Congress, such as the costs of administration of 
E.R.P,'61 


It is anticipated that $6.5 billion of imports will be purchased 
with this dollar aid plus the $1.9 billion expected from exports 
(an increase of 25 per cent over 1948/49).'* The imports will 


be divided as follows :' 


Food and Feeding Stuffs $2,446 
Fuel 798 
Steel and Non-ferrous Metals 661 
Equipment 937 
Other 1,484 


Dollar imports of food and feeding stuffs will be reduced by 
only $68 million,’ but with slightly improved output will per- 
mit an increase in consumption of 5 per cent in bread grains, 
8 per cent in meat and bacon, and g per cent in fats and oils.’® 
Increase of intra-European trade and sustained flow of imports 
will not only make possible full employment in all participating 
countries except Italy, but the “improved conditions of life, and 
particularly of food rations, will be an important influence”! 
in expanding output per man-hour. The process of recovery 
which is steadily gaining momentum during the present year 
will be continued and broadened during 1949/50. How these 


160 Jbid., Chapter IV, p. 11. 

161 ]bid. 

162 [bid., p. 3 (Table II); p. 5 (Table IV). 

163 Ibid., Chapter III, Corrigendum, p. 1 (Table I). 
164 Jbid., Chapter III, p. 6 (Table V). 

165 Ibid., p. 4. 

166 Ibid., p. 26. 
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plans fit into the wider framework of the long-term programs 
can be seen in the following pages. 

Industrial production in most fields is already well above 
pre-war, and by 1952/53 the estimated percentage increases range 
from 11 per cent to 380 per cent. 


Propuction ALREADY ATTAINED AND DEVELOPMENT 
ScHEMEs IN Various INpusTriEs ! 


(1935-38= 100) 











Metropolitan Territories 1935-8 1947 1948-9 1949-50 1952-3 
7 Programmes 

Coal 100 80 gI 97 III 
Electricity 100 148 166 180 222 
Crude oil (throughput)* 100 98 174 231 480 
Steel (raw) 100 69 102 115 129> 
Steel (finished ) 100 74 107 ~=—s:« 12 140> 
Aluminum 100 89 120 141 210 
Nitrogenous fertilizers 100 113 149 177 239 
Potash 100 96 123 136 176 
Soluble phosphates 100 101 136 174 196 
Textiles (Tot. consumption 

of fibres) 100 84 99 108 122 
Machine Tools 100 73 85 105 139 
Equipment including 

Machine Tools 100 — 115 125 145 
Motor vehicles (Commercial) 100 108 152 155 180 
Motor vehicles (Private 

passenger ) 100 49 67 — 116 


@This item reflects the large increase in refining capacity which is planned. The 
increased crude oil throughput is accompanied by a reduction of imports of re- 
fined petroleum products. 


b Omitting the Bizone, the figures become: Raw Steel 158, Finished Steel 171. 
1 Does not include overseas territories. 
Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 


Chapter 3, p. 24. 

Considerable expansion in the output and intra-European 
distribution of fuel and power and steel are necessary if the in- 
creases shown above are to be realized by 1953. 

Coal for industrial use and lignite for home consumption rep- 
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resent the major fuel resource, and a considerable increase is 
anticipated from European sources. The use of oil products and 
hydro-electric power will be more than double pre-war.’ 


Tota ConsUMPTION OF Fugt AND Power 
(1935-8= 100) 


1935-8 1947 1948-9 1949-50 1952-3 
7-———— Programmes ————— 











Coal and Lignite 85 76 83 87 97 
Hydro-electric Power 6 9 10 II 14 
Oil Products 8 II 12 13 17 
Miscellaneous I I I I I 

Total 100 97 106 112 129 





Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 3, p. 25. 


PropucTION OF Harp Coat AND CoKE OvEN CoKE 


Gross clean production Million tons 

1935-8 1947 1948-9 = 1949-50: 1952-3 
Hard coal 459-7 368.7 419.5 447.3 511.0 
Coke oven coke 69.6 32.7 55-1 60.5 73:3 


Source: Report on the 1949/50 Programme, op. cit., Chapter III, p. 8. 


An increase of 40 per cent in steel output will be achieved 
by 1952/53 only with an adequate supply of metallurgical coke. 
Although this bottleneck has been broken temporarily, the long- 
term solution will depend upon the volume of surplus coke the 
Bizone will have for export to the participating countries. 


The import programmes as submitted include larger quantities of 
metallurgical fuels from the Bizone than the Bizone expects to supply. 
If, in fact, the import requirements of metallurgical fuels are not met 
from the Bizone, it may be necessary for the other participating coun- 
tries either to reduce their consumption of metallurgical fuels with 


167 Participating countries propose to treat twice as much of their requirements 
of petroleum products in their own refineries as they did pre-war (80 per cent 
rather than 40 per cent). Interim Report on the European Recovery Programme, 
op. cit., Volume I, Chapter 3, p. 26. 
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consequent adverse effects on their steel output, or to increase their 
imports from the U.S.A.16 

Expanded steel output in the Bizone directly affects this prob- 
lem by decreasing the exportable surplus of coke. 

Despite the substantial increase which has been proposed in 
the generation of electricity, supplies are expected to be some 
4.5 million Kw. below demand. This will not affect industrial 
production to any significant degree. “If, however, the target 
for production of energy foreseen in the national programmes is 
not reached, the consequences will be serious. The participating 
countries have, therefore, prepared a scheme for the erection of 
power stations [which] . . . would have a total new capacity of 
8 million Kw. . . . Of this capacity, 3 million Kw. . . . will come 
from ‘international’ power stations generating current in one coun- 
try but supplying it to one or more neighbouring countries.”' 

Programs for agricultural expansion show a lower rate of 


Output oF MisceLLangous AGRICULTURAL PropwuctTs, 
LIVESTOCK AND FisH 


(1935-8= 100) 








1935-8 1947-8 1948-9 1949-50 1952-3 
r———— Programmes" 


Bread grains 100 60 93 97 114 
Coarse grains 100 82 95 101 116 
Potatoes 100 93 125 116 131 
Sugar 100 81 III 112 134 
Oils and Fats 100 77 80 92 115 
Meat 100 67 70 78 106 
Milk 100 76 84 gI III 
Fish 100 108 120 — 143 
Timber 100 93 100 100 95 
For comparison: 
Imports of Coarse Grains 100 45 76 82 89 


Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 3, p. 32. 


168 Report on the 1949/50 Programme, op. cit., Chapter III, p. 9. 
169 Interim Report on the European Recovery Programme, op. cit., Chapter 3, 
p. 27. 
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development than the industrial programs, but indicate a total 
increase averaging about 15 per cent above pre-war. 


One factor limiting agricultural output is the memory of the eco. 
nomic uncertainty and the instability of agricultural markets in the 
pre-war period. A study of the methods employed to guarantee agri- 
cultural markets and prices, both internally in the participating 
countries and internationally for the supplies entering international 
trade, is under consideration. The assurance of a stable market may 
be a powerful influence not only in encouraging production, but also 
in directing it in accordance with the needs of the consuming public 
and of the economic situation. .. . bilateral negotiations afford the 
most effective present method of implementing a policy of guaran- 
teed markets; in return for its guarantee of a market the purchasing 
country should have some assurance that supplies would be forth- 
coming to the extent required. The United Kingdom has already 
indicated that it is prepared to consider further contracts with par- 
ticipating countries for essential foodstuffs and it is expected that 
other countries will be prepared to enter into similar arrangements, 
Guaranteed markets are of particular value in stimulating production 
and exports from Overseas Territories.'”° 


One of the most salient features of the agricultural programs 
is the striking increase in mechanization. “Every country is plan- 
ning to increase the number of its tractors, but progress is 
greatest in England and France, where both countries hope to 
have six times as many tractors in 1952-3 as in 1938: (in England 
317,000 as against 50,000, in France 235,000 as against 30,000).”!”! 
By the end of the four-year period, the participating countries 
expect to be “self-sufficient in most types of agricultural ma- 
chinery .. . with the exception of certain [types of] heavy tractors 
and equipment, which will continue to be imported to some 
extent from dollar areas.”!”? In addition to mechanization, in- 
creased crop yields are anticipated provided there are better 


170 Jbid., p. 38. It must be remembered that these problems are now being con- 
sidered by the Food and Agriculture Organization, which has already made a 
number of concrete proposals such as that for the establishment of a World Food 
Board. 

171 Jbid., p. 36. 


172 Ibid. 
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control of pests and diseases in crops, the extension of agricultural 
educational and advisory services for disseminating knowledge 
of improved methods and techniques, and, above all, achieve- 
ment of the planned increase in the use of fertilizers. 

It is thus of the utmost importance not only that the required sup- 
plies of fertilizers should be produced, but also that they should be 


available to farmers at prices which will encourage increased use.” 


EsTiMATED REQUIREMENTS OF FERTILIZERS IN 
PARTICIPATING COUNTRIES 


(1935-8= 100) 








Pre-War 1947-8 1948-9 1949-50 1952-3 
-—Programmes—— 
Nitrogen 100 114 142 158 190 
Potash 100 108 134 157 177 
Phosphates 100 112 142 156 182 





Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 3, p. 37. 

Agricultural development planned by several of the partici- 
pating countries, particularly the United Kingdom and France, 
will largely determine whether food imports can be reduced to 
38 per cent of the total import program from non-European 
sources by 1952/53.’ The United Kingdom expects to increase 
output of bread grains by 64 per cent over 1935/38, potatoes by 
58 per cent, sugar-beet by 31 per cent, and the production of 
coarse grains will be almost double to compensate for a reduc- 
tion in imports by three fifths.'”? France’s planned agricultural 
development of 25 per cent above pre-war “is of fundamental 
importance to the participating countries as a whole; it is de- 
signed to enable France to export large quantities of wheat 
(1,500,000 tons per year) and of meat (120,000 tons per year). 
..« Its success depends upon mechanisation, the availability of 
manpower, a very substantial increase in the use of fertilisers, 





173 Ibid., pp. 36-37. 
174 Ibid., Chapter 4, p. 51. 
175 Ibid., Chapter 3, p. 33- 
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and the adoption of modern agricultural techniques by a large 
agricultural population composed mainly of small farmers,” 

Industrial and agricultural development plans will depend in 
part upon the extent to which shortages of non-ferrous metals 
can be made up from the Western Hemisphere. For example, 
supplies of copper without which expansion in electric generat- 
ing capacity is impossible, “will not be sufficient [in the partici- 
pating countries and their Overseas Territories] and large im- 
ports from the Western Hemisphere would be necessary to 
maintain existing programmes.”?7’ 


The development of metal processing industries shows a constant 
and rapid increase. In 1952-3, it is estimated that production of the 
electrical and mechanical engineering industries will be 145% of pre- 
war. The increase in machine tools, which constitute the basic equip- 
ment in these industries will be 39%, in heavy commercial vehicles 
80%, and in agricultural machinery the increase will be greater still; 
there will be a ninefold increase in the production of tractors. A great 
effort has been made in the industries producing engineering com- 
ponents in shortest supply after the war, such as the. manufacture of 
enamelled wire, ball-bearings, and small electric motors. This effort is 


bearing fruit and will enable all demands to be met in the near 
future.'78 


The restoration of transport is an extremely important aspect 
of the recovery program and increases have been planned in all 
fields. By 1952, the merchant fleet is expected to approximate the 
pre-war size although it will still contain a “large amount of 
tonnage over the age up to which ships are expected to give 
efficient service.”'”? (See table.) 

Restoration of inland waterways and of river fleets is proceed- 
ing satisfactorily. As far as railroads are concerned the major 
emphasis with the exception of Turkey will be on improving 
existing installations. “In almost every country the programmes 
provide for increasing the weight of rails, modernising mar- 

176 Ibid. 

177 Ibid., p. 28. 


178 [bid., p. 29. 
179 Ibid., p. 39. 
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DEVELOPMENT OF MERCHANT FLEET 
(Gross tonnage of vessels of 500 G. R. T. and over) 











(1938= 100) 
1938! 1947 1948 1952 
Programme 
Total Fleet 100 73 81 97 
Tankers 17 15 19 25 
Dry Cargo 83 58 62 72 





10.1% of the total fleet 


1In 1938 German tonnage constituted 2.9% of the tankers 
11.6% of the dry cargo vessels 


Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 3, p. 39. 

shalling yards and increasing their number, and improving the 

signalling system.”'®° Considerable improvement of existing roads 

for motor traffic and increase of adequate networks are also 

programmed as well as the putting into service of more than a 

million new motor trucks. 


A convention dealing with international movement of goods by 
road, frontier formalities and questions of insurance, has been drawn 
up by the E.C.E. at Geneva. The results already achieved in this 
connection augur well for the final results of this work upon the de- 
velopment of international road transport.'*! 


In addition to the production efforts of the metropolitan coun- 
tries, substantial increases are planned for overseas territories. 
These represent very considerable efforts and in many cases the 
full effect will only be felt in the next ten to fifteen years. These 
increases planned by 1953, however, are of utmost importance in 
achieving the aims of the Recovery Program. (See table below.) 

The overseas territories must receive adequate supplies of 
capital equipment, financial assistance and consumer goods if 
their part of the program is to be fulfilled. “These needs are small 
in relation to their availability in Europe as a whole, and a 


180 bid. 
181 Jbid., p. 40. 








Export INpicEs oF OversEAS TERRITORIES 


(Average 1937-38= 100) 
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Estimates 
1946 or 1947 1952-53 
Vegetable oils and oil seeds 51 126 
Sugar 48 120 
Cocoa 82 76 
Rice 9 130 
Maize 15 68 
Cotton 99 156 
Sisal 72 108 
Phosphates 140 200 
Rubber 84 200 
Hides and skins 52 93 
Hardwoods 60 177 
Coal! 16 147 
Iron Ore 95 171 
Copper 97 131 
Zinc 293 522 
Lead 132 300 
Tin 61 146 
Bauxite 232 414 





1In the Overseas Territories, more especially in the Far East, oil was produced 
before the war in substantial quantities. War damage paralyzed a number of 
installations and not all of these have been put back into service. Prospecting is 
being actively pursued in all areas, in particular in the French and Portuguese 
Overseas Territories, and important new wells have been brought into use, for 
instance, in North Borneo. Interim Report of the European Recovery Programme, 
op. cit., Volume I, Chapter 3, p. 27. 


Source: Ibid., p. 41 


small investment in these areas will bring increasingly large 
rewards,”!*? 


Plant and equipment in all Overseas Territories is inadequate in 
quantity, and that already existing has suffered from lack of repair 
and maintenance, and destruction during the war. Considerable new 
investment will have to be made. Railway transport is one important 
example. Rolling stock is already becoming inadequate to move the 
larger supplies coming forward and much existing equipment is 





182 Jbid., p. 43. 
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badly in need of renewal. A similar example is to be found in the 


case of road transport... . 
In addition to capital equipment, the Overseas Territories need im- 


rts of consumer goods of which all territories during and since 


! the war years have been starved. Supplies of these are essential since 


they are needed as incentives to work. Moreover, consumer goods are 

necessary to prevent inflationary pressures arising as a result of such 

development which puts additional money into the hands of local 
ulations. 

... Stability of prices over a period is also necessary to attract in- 
vestment. Three broad types of action have been taken to promote 
price stability. Price stabilisation funds have been established in many 
areas. Long and short contracts have been negotiated covering bulk 
purchases of primary products. Metropolitan countries have in many 
cases made special marketing arrangements. There is also the future 
possibility of the inter-governmental commodity agreements in ac- 
cordance with the provisions of the Havana Charter. 

Specialised banks and co-operative credit societies have been set up 


’ by most metropolitan countries to encourage productive enterprise 


in the Overseas Territories.'*3 


The achievement of the production targets in the overseas areas 
as well as in the metropolitan countries is conditional upon an 
overall increase of some 15 per cent in output per man-hour. 


... This is a bold assumption. Yet no other assumption is more im- 
portant. The realisation. of it will demand very great efforts by all 
the peoples of Western Europe. Whether it can be fully effected in 
the period of three and a half years is, however, doubtful. . . .'% 

... The separate production programmes in many cases cannot 
reach peak output within that time. Moreover the effects which an in- 
creasing economic integration of the participating countries can have 
in reducing European costs, can only be felt slowly and gradually. 

However, the fact, that not all the targets in the national pro- 
grammes are practicable by 1952, does not mean that these targets 
are unrealistic or impossible, nor even that their achievement need 
be much delayed beyond 1952. The work undertaken by the Organ- 
isation and by the participating countries is a long term task. The 
efforts which must be undertaken immediately can only partly bear 
fruit before 1952.'®° 





183 [bid., pp. 42-43. 
184 Jbid., p. 45. 
185 Jbid., Chapter 4, p. 50. 
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Balance of Payments 


“The production effort during the next three and a half 
years will not be possible unless the large volume of imports 
of raw materials, food and feeding stuffs on which they depend 
can be financed.”'®* The problem is to expand non-dollar sources 
for as much of the essential imports as possible, and greatly to 
increase overall exports of goods and services to compensate for 
the loss of invisible income, which paid for over $2 billion of 
the goods imported by the participating countries before the war, 


: 


According to the long-term programs, the participating coun / 


tries hope that they will be able to finance about 60 per cent of 
their imports from merchandise, as against 40 per cent in 1949, 
by exports, and that by 1953 “exports and invisible earnings 
would expand to a point at which they would pay for 94 per 
cent of the imports from the outside world.”’*®’ 


EstimMaTED BALANCE OF PAYMENTs OF OEEC CountTrRI£Es WITH THE 
OurtsipeE WorLD, ON THE Basis OF THE NATIONAL PROGRAMMES 


(Volume of Imports in 1938= 100) 


1938 1947 1948-9 1949-50 1952-3 
7——Programmes———~> 


Imports from Outside World 100 96 95 97 99 
Financed by: 


Exports 70 41 48 56 83 
Invisible Earnings! (net) 30 6 — 2 10 
Use of Reserves, Borrowings, 

Gifts, etc. - 61 47 39 6 


1 Including estimated balances of French, Benelux, and Portuguese Dependent 
Overseas Territories. 


Source: Interim Report on the European Recovery Programme, op. cit., Volume ], 
Chapter 4, p. 51. 

In 1948/49 prices, imports from other areas in 1952/53 are 

estimated at $12.8 billion,'** approximately equivalent to pre-war. 


186 Jbid., Chapter 3, p. 47. 
187 [bid., Chapter 4, p. 51. 
188 Jbid., p. 54. 
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83 
Raw materials and fuel supplies account for some 55 per cent 
(two fifths of this amount being for textile materials); food, 
38 per cent; and imports of manufactures, less than 7 per cent.'®? 
As can be seen from the following table, the shift in the sources 
of imports represents a consistent effort to- decrease reliance on 
the dollar areas. Imports programmed from North and Central 
America (as well as from Eastern Europe), are below pre-war, 
while imports from South America and the sterling area are 
proportionately increased. 


Sources oF OEEC Counrtriss’ Imports From Outsip—E WorLp 
(OTHER THAN DEPENDENT OveERSEAS TERRITORIES) 


Billions of Dollars (1948-9 Prices) 








1938 1947 1948-9 1952-3 


Programmes 
North and Central America 4.1 73 5-7 3.8 
South America 1.7 1.7 1.7 2.1 
Non-Participating Sterling Area 2.9 2.0 2.9 33 
Eastern Europe 3.0 0.9 2.2 
Other Countries 1.3 0.6 me 1.4 
Total 13.0 12.5 12.4 12.8 


Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 4, p. 54. 


Although imports from non-European sources are expected to 
increase relatively little over 1947, it is estimated that imports 
from the participating countries and their territories will be 


50 per cent greater. (See table on following page.) 


. . essential and basic commodities. ... form an extremely im- 
portant part in existing intra-European trade, and its importance 
will certainly increase. Western Europe is capable of meeting most 
of its own needs for coal and steel. Its engineering industries can 
satisfy all but a few limited and special needs; few imports of manu- 
factures from outside Europe are necessary. Some countries, for in- 
stance Denmark and Ireland, have large exports of basic foodstuffs, 


189 Ibid., pp. 51-52. 
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(Billions of Dollars) 








1938 1947 1948-9 1952-3 
Programmes 
Imports of OEEC Countries from 
other OEEC Countries and 
their Overseas Territories II.I 7.9 9-4 118 
Imports from Outside World 13.0 12.5 12.4 12.8 
Total 24.1 20.4 21.8 24.6 





Source: Interim Report on the European Recovery Programme, op. cit., Volume], | 


Chapter 5, p. 82. 


and others are already making arrangements to increase their produc. 
tion for export to other participants. .. . 

There may be scope for greater specialisation in Western Europe 
where this would result in a reduction in costs and prices through an 
increase in the scale of production. In such cases of specialisation, 
a high level of trade between participating countries would be most 
desirable. This would imply consideration of some reasonable assur. 
ance of access to markets on the one hand, and of access to sources of 
supply, on the other.! 


Accomplishment of so large an increase in intra-European ex- 
change of goods will require either substantial restoration of 
segments of German industry or transfer of existing German 
facilities to other participants capable of replacing German out- 
put and purchasing power. 

Before the war, Germany was a major supplier of manufactured 
goods to nearly all the participating countries, and a major market 
for miscellaneous foodstuffs and manufactures. According to the pro- 
grammes of the Bizone and the French Zone, Western Germany does 
not expect to be able to supply to the rest of Western Europe more 
than 90% of the pre-war volume of goods.!! 

The elimination of Germany, since the war, both as producer 
and consumer, and the disappearance of income from invest- 
ments in Germany has had particularly serious effects on the 
Benelux countries, which derived 18.1 per cent of their imports 
from it and sent 14.5 of their exports to it in 1936/38. 


190 Jbid., Chapter 5, p. 89. 
191 Jbid., p. 83. 
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Whether the increases from non-dollar areas are fully possible 
ems to be open to some question. In South America there is 
'4 growing population, increasing industrialization and a ten- 


| dency for a number of South American products to find a mar- 


ket in the United States. Exports from the non-participating 
serling areas are already above pre-war levels in Australia and 
New Zealand, and exports from India, Pakistan and Burma are 
jimited, at least for the present, by the internal needs of rap- 
idly growing populations and of industrialization. Imports from 
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litical considerations, the influence of which cannot accurately be 
forecast. As far as the projected imports from the Middle and 
Far East are concerned, it seems unlikely, that they can be re- 
sored to their pre-war level by 1952 with the possible exception 
192 

The chief commodities of which the supply is likely to be 
lower than projected needs, are “wool (from the sterling area), 
cotton (from South America and the sterling area), non-ferrous 
metals (from all sources), fats and oils, grains (from Eastern 
Europe), timber (from Eastern Europe) and a variety of miscel- 
laneous Far Eastern products.”!% 

As invisible earnings from tourists, shipping, investments, in- 


, surance and remittances will in 1952/53 still be approximately 


two fifths lower than before the war ($1.2 billion as against 
$2.0 billion),'%* exports of goods and services will have to take 
up the slack to support the pre-war level of imports. 

The export programs of the participating countries envisage 
total exports, by 1952/53, amounting to $10.6 billion, representing 
an increase of 33 per cent over 1938, and almost double the 


1947 figure.'?? 


Exports to North and Central America are planned to increase to 
146%, of the 1948 level, exports to South America to 192%, and ex- 


192 Ibid., Chapter 4, pp. 54-56, passim. 
193 Ibid., p. 56. 
194 Ibid., p. 69. 
195 Jbid., p. 61. 
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ports to the non-participating sterling area to 165%. Exports to Rag. 
ern Europe are expected to increase to a level more than two and q 
half times as high as that of 1947.1 


DrrEcTION oo OEEC Counrtriss’ Exports to Outsipe Wortp 
(Excitupinc DepENDENT Overseas TERRITORIES) 
Billions of Dollars (1948-9 Prices) 








1938 1947 1948-9 1949-50 19524 
-——— Programmes, 





North and Central America 1.45 1.05 1.25 1.45 2a 


South America 1.0 0.75 0.95 1.2 2.0 
Non-participating Sterling 
Area 1.9 2.0 2.3 2.6 3 
Eastern Europe! 2.5 0.75( | oa 2.0 
Other Countries 1.1 0.85 7 : 1.4 
Total 7.95 54 6.2 7:3 106 
Percentage of 1938 100 68 78 g2 133 





1 It has been assumed that in 1938, 35% of the exports of participating countries 
to Germany went to Eastern Germany. Exports of Western Germany to Eastern 
Europe have been assumed to be 70% of total German exports to Eastern Europe, 
No allowance has been made for inter-zonal trade. On this basis planned exports 
to Eastern Europe in 1952-3 represent 30% of the 1938 volume. Calculations on 
other equally plausible assumptions suggest, however, that they may represent one 
third more than the 1938 volume. 


Source: Interim Report on the European Recovery Programme, op. cit., Chapter 4, 
p. 61. 


Over four fifths of exports estimated for 1952/53 consist of 
manufactured products, 40 per cent being from metal and en- 
gineering industries. The largest expansion of exports is planned 
by France and the United Kingdom, both of which must in- 
crease their earnings from this source by 45 per cent in order to 
sustain essential imports.'?’ 

In order to achieve this export drive, however, there will prob- 
ably have to be a large increase in the total world market for 
manufactures. 


196 Ibid., p. 60. 
197 [bid., p. 57. 
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VotuME oF Exports AND Re-Exports To Non-ParTICIPATING 
Countrigs !» 2 








(1938= 100) 
i eustiicieiisnenahibeliiteeieeesiisiasiibaidiabaasiicieieiiaaaaa 
1938 1947 1948-9 1949-50 1952-3 
-———-Programmes——~ 

Benelux 100 56 74 97 122 
France 100 65 73 96 145 
Italy 100 54 72 88 134 
Sweden 100 85 83 gI 113 
United Kingdom 100 101 116 126 146 
Western Germany’ 100 3 8 22 128 
All OEEC Countries 

(including others 

not specified ) 100 68 78 92 133 





1 The figures have been calculated by adjusting recorded or programmed exports 

for estimated price changes. 

21t has been assumed that 35% of exports sent to Germany in 1938 went to 

Eastern Germany. 

3It has also been assumed that 30% of German exports in 1938 came from East- 

ern Germany. 

Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 4, p. 57. 


If the size of the market remained the same as at present, Western 
Europe’s share would have to rise from under two-fifths to over three- 
fifths; unless the nature of the demand is changed; this is most un- 
likely. If its share remained the same, the market would have to 
increase by two-thirds.'%8 

In any case, connections must be quickly made with customers 
overseas to reéstablish the markets lost during the war years. 
The links of overseas countries with our competitors in North 
America will be increasingly strengthened and further development 
of domestic industry encouraged. A rapid increase in the exports dur- 
ing the next eighteen months is essential. Without this the prospects 
of expanding exports to the levels planned for 1952-3 are remote.'9? 

There must be a vigorous trade policy and European industry 
must be prepared to adapt itself to potential markets. 





198 Jbid., p. 59. 
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Encouragement must be given to new products and to new skills 
The special needs of customers overseas must be studied and tech. 
nical help given to those embarking on investment projects abroad, 
Delivery schedules must be shortened. Methods of marketing mug 
be improved and advertising more vigorously conducted even if this 
involves initial outlays of hard currencies.? 


Finally, the power of Western Europe to compete with United 
States manufactures will depend to large extent on its ability 
to produce at reasonable prices. 

Because of the critical need for dollars, exports to the United 
States must be increased 45 per cent above 1938,”°' while at the 
same time participating countries must compete with American 
products in attaining a larger share of other non-European 
markets. 

Imports into the United States, unlike other countries, are not 
determined by the foreign exchange at its disposal. 


They will be influenced more by the general level of activity in the 
United States, by the competitive power of exporters in other coun- 
tries, and by changes in the pattern of American demand as a result 
of the advertising and marketing efforts of the participating countries, 
It is of particular importance that those efforts should cover the whole 
of the United States market, and not merely the Eastern seaboard. 

The national income, in real terms, of the United States is now 
about twice as high as in 1938. Industrial production in the first half 
of 1948 was 212% of the 1938 level. . . . [Imports were] running at 
a level some 50% higher than in 1938, and were appreciably higher 
than in the good year 1937.... 

... A level of imports between one-and-a-half times and twice the 
1938 level seems . . . to be not unlikely. Already United States imports 
from non-O.E.E.C. sources are about 70% higher than in 1938. But 
imports from Western Europe have not yet recovered even to the low 
1938 level and imports from the dependent Overseas Territories are 
only some 15°% higher. . . . The share of Western Europe in the United 
States imports has fallen from 23% in 1937 to 13% in the first half 
of 1938. Its share in American imports of semi-finished and finished 
manufactures (which comprise nearly three-quarters of Western Eu- 
rope’s exports to the United States) has fallen from 38°% to 23%.... 


200 Jhid., p. 60. 
201 Jbid., p. 66. 
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lew skill, | All this presents a challenge to Western Europe. The markets are 
and tech | there to be won. The fact that production per man-hour in United 
$ abroad | States’ manufacturing industry is perhaps two-and-a-half to three 
ing mug | times as high as in Western Europe does not mean that the partici- 
0 if this | pating countries cannot compete in the United States market, provided 

their costs are no higher. They should compete successfully in the 

many branches of industry in which American productivity exceeds 
United | European by only, say, 50 to 100%. Where the American tariff and 
; ability | customs practices offset European price advantages, exports to the 
United States market will, of course, be low or negligible. Much will 
United | depend on United States commercial policy in the future, but it is 

important to remember the substantial reductions made in American 
at the | tariff levels in 1939 and under the Geneva Agreement of 1947.79? 


eri peetsl ad ’ 
ig a By 1952/53 the participating countries hope to transform the 
ie $750 million deficit in invisible income into a surplus of 


$1.2 billion. 
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re not 
EstiMaTE OF INnvisiBLE ITEMS IN THE BALANCE OF PAYMENTS 

| witH Non-ParticiPaTING AREAS IN 1952-3 t 

n the (Millions of Dollars) 

coun- ft 

result North and t. 

tries, Central South Sterling Others Total BE 

America America Area 

hole 

. Investment Income —97 +62 +263 —7 +221 

now Debt Service —409 5 —9 +15 —408 

half Tourism +463 +23 +28 +19 +533 

g at Transport —32 +69 +286 +14 +337 


ther Other Invisible Items +297 —67 +274 +51 +555. 

















the Total of Invisible Items -++-222 +82 +842 +02 +1,238 


Me} 
Sut Source: Interim Report on the European Recovery Programme, op. cit., Volume I, 
Chapter 4, p. 69. 

ow 

re The investment income is expected to be received mainly from the 
ed Sterling Area and from South America. Heavy payments, mainly 
lf on the service of debt, must be made to North and Central America. 
d Tourism is expected to yield over $500 million, mainly from North and 
l- Central America, transport $337 million net (mainly from the Ster- 


| ling Area); other invisible items a net total of over $500 million.2% 
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The total earnings from exports (for 1952/53) of goods and 
services to the outside world is expected to amount to $12 billion, 


Unless there is a drastic change in the proposed export policies of 
many Western European countries, including a much more 
orous sales policy, a speeding up of the planned rate of expansion of 
exports and a change in relative prices, it is doubtful whether ex. 
ports can exceed say $8.5 billion or net invisible earnings $1.3 bil. 
lion. . . . Western Europe would then be able to afford only $98 
billion worth of imports—little more than three-quarters of the im. 
ports proposed in the national programmes. . . . 

On the other hand, . . . if drastic changes in present policies are 
made, and if there is an immediate export drive, the volume of exports 
proposed in the programmes might well be achieved or even exceeded, 
But such an effort would almost certainly affect the terms of trade 
unfavourably for Europe, and it would be imprudent, even on the 
most favourable assumption, to count on visible and invisible earn. 
ings much in excess of $11 billion in 1952-3. 

This would make it possible for Western Europe to buy 85° to 
90% of the volume of imports in the programmes. A reduction of 
imports of the order to 10 to 15% or about one-and-a-half billion 
dollars below the programmed levels will present Europe with very 
difficult problems, but of quite a different order of magnitude from 
those that it will face if no policy changes are made.?% 


To meet this situation Europe must develop new sources of 
supply, must find ways of paying for supplies where they are 
available—namely, in the Western Hemisphere—and must make 
far-reaching plans for economy in its imports. 


The achievement of the export targets depends to a large extent on 
an increase in productivity and a reduction of costs in Europe. Any 
measure which can lead to an enlargement of the European market 
will be a great step forward in reducing costs and promoting Euro 
pean exports. Finally, increased production in Europe of goods that 
can no longer be imported from the outside world for lack of means 
of payment, whether that production is for consumption at home or 
for sale to one or more of the participants, will go far to minimise 
the effect of Europe’s inadequate purchasing power in the Western 
Hemisphere.” 


204 Ibid., pp. 73 and 74. 
205 Ibid., pp. 75-76. 
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a yultilateral trade offers another possibility of dollar earnings. 


lici _.. The possibility of earning dollars from sales to third countries 
eas pends partly on the efforts of Europe herself. First, Western Europe 
aoe gust export enough to these third countries to earn a surplus. But 
@nsion of |e third countries must also be prepared to pay for these surpluses 
ether ex ip dollars. This will turn largely on whether or not the dollar re- 


$1.3 bil gains chronically scarce... . 

nly $8 |. The greater the volume of United States foreign investment and 
© im } the greater the willingness of the United States to receive imports, the 

CS ss difficult will it be to secure dollars from multilateral trade.?% 

les are { | The wider the area within which multilateral trade and pay- 

Exports | ments can take place, the higher the level of trade, and the easier it 

an will be for each participant to attain overall equilibrium.” 

on the | Conclusion 


€ ¢a 
vs The hard-hitting, realistic appraisal of Europe’s problems which 
5% to | emerged from analysis of the long-term programs cannot fail 
ste to modify earlier optimistic conclusions, but, at the same time, 
1 very it bears testimony to a courageous willingness to face the facts 
from | and a determination to achieve the objectives whatever the cost. 
Even on the boldest assumptions, Europe will have in 1952 
sav trade deficit, largely with the Western Hemisphere, of almost 
3 a billion dollars. The reduction of the deficit to this level de- 
Ze : pends on achieving an annual increase in industrial production 
of somewhat over 6 per cent or a total of about 30 per cent 
above pre-war for the period, and an increase in agricultural 
on | production amounting to 15 per cent by the end of the four- 
Any | year period. In industry such progress would entail a total in- 
- crease in efficiency of about 15 per cent, which OEEC feels 
hat | is a highly dubious assumption. Preliminary individual country 
ins | Programs estimate an export target of $12 billion in 1952, and 
or | the transforming of a $750 million deficit in invisible income 
ise | in 1947 to a favorable balance of $1,200 million. The Report in- 
2 | dicates that this estimate is unduly optimistic, for if this export 
target were to be achieved it would necessitate a $1 billion in- 








206 Ibid., p. 77. 
207 [bid., Chapter 5, p. 88. 
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crease in exports to South America and, most important, exports | ticip 
to the United States of $2.1 billion as compared with $1.5 billion | cases 
in 1938. OEEC considers that “it would be imprudent, even op | the ¢ 
the most favourable assumption, to count on visible and jp. | be tf 
visible earnings much in excess of $11 billion in 1952-3.”7°8 This | volut 
would permit purchase of 85 per cent to go per cent of the im. | lux¥ 
ports scheduled in the present programs, a reduction which | pea” 
would raise very difficult but not insoluble problems for the | ing 

participating countries. men 


This sober revision of the goals which can be achieved is by in 
no means an admission of defeat. It is recognition of the fag | *™ 
that the vast economic dislocation of six years of war cannot be | “P* 
wiped out in the span of four years even if the strain is im | ™ 
measurably lightened both by the positive measures of the coun- | of | 
tries participating in the Recovery Program and by the promise | hier 
of increased understanding of the interdependence of nations, | eff 
While the Interim Report of OEEC fairly implies that drastic | 1 
changes in economic policy calculated to wipe out the trade | cre 
deficit within the four-year period would result in a dangerous | ™ 
lowering of the standards of living and in the substitution, for | ?° 
constructive cooperative efforts, of a corrosive economic nation- 
alism which might destroy the fabric of European society, at the | 
same time it points out that this unique experiment should be ¢ mo 
regarded as only the beginning and not the end of interna | o' 
tional cooperation in economic welfare. 


. » 1952-53 is not the end of the story. Many of the measures, na- 
tional and co-operative, which countries are now taking to restore 
their economies will only bear fruit after 1953. That year is no more 
than a point on an upward curve.?9 

| 
} 


The Organization, in its report, outlines a series of measures 
to make possible the steady “upward curve” to ultimate viability 
on a self-sustaining basis. The investment, fiscal, production, 
import, export, and consumption policies of the separate par- 





208 Jdid., Chapter 4, p. 74. 
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ticipating countries will have to be so planned, and in some 
cases revised, as to make the greatest possible contribution to 
the overall adjustment. Considerable government direction will 
be required to assure an effective balance between an adequate 
yolume of investment and a suitable control of inflation; between 
luxury exports for dollars and essential exports for intra-Euro- 
pean trade; between consumption and exports; between press- 
ing short-term needs and necessary long-term recovery require- 
ments. In order to achieve a favorable balance of payments and, 
in particular, a reduction on the deficit, imports must be re- 
stricted from dollar areas and exports must be greatly expanded, 
especially to the Western Hemisphere. While it it true that for 
some time to come Europe will be faced with the stern necessity 
of accepting a standard of living below pre-war levels and of 
limiting imports to those necessities basic to the production 


’ effort, nevertheless, 


If the participating countries plan now, in close co-operation, to in- 
crease their exports and to economise imports from the outside world 
in the least harmful manner, a tolerable standard of living will be 
possible when American aid comes to an end. If action is delayed, the 
ultimate effects may be disastrous for the European economy.?!? 


Concerted attack on the manifold problems of European eco- 
nomic recovery is proceeding both within the general framework 
of OLEC and along specific lines. In addition to the projected 
Economic Union of Belgium, Luxemburg and the Netherlands, 
the governments of France and Italy agreed in January of this 
year to form a customs union within twelve months and to co- 
ordinate their industrial production program within six years. 
The Scandinavian countries have already amalgamated their 
airlines system, and in April, 1948, a Joint Committee of the gov- 
ernments of Denmark, Iceland, Sweden and Norway was set 
up to study economic questions of common interest. 


The studies initiated covered such questions as the setting up of a 
common customs nomenclature, as being the first condition for a 





210 Jbid., Chapter 4, p. 79. 
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Customs Union, possibilities of reducing customs tariffs and limit The 
quantitative restrictions, the extension of the division of labour dose 
and the increase of specialisation.?"! 





wher 

A Customs Union Study Group, established as a result of the | wide 
report of the Committee of European Economic Cooperation, js | Fi 
studying alternative approaches to possible developments of cus. | Con’ 
toms unions, such as progressive elimination of restrictions by | ing i 
commodity groups or the lifting of restrictions by stages in the | of tt 
whole range of goods, or, again, the development of small re. / free! 
gional groups, which could later be merged, with free circula- A 
tion of trade. ther 

The necessity of supplying from limited resources a substan. | lem 
tial volume of investment, both to provide for the structural | tion 
adjustment of the European economy and for a backlog of re- | Pay 
placement which accumulated during the war; has led to a | —h 
recognition on the part of the participating countries of the “ad- } achi 
vantage in discussing together in the future their plans and | app 
forecasts as often as required.”*'* The Organization further urges | ere 
the desirability of considering nec 


whether one country should develop production of a particular com- | 
modity, for which it is well suited, in excess of its own requite- Th 
ments, and for the benefit of the participating countries as a whole; } hat 
and such questions as the possibility of ensuring markets in such | an 
cases.?13 


Plans for coordinating current production to ensure that existing | mé 
resources are used to the best advantage are already questions for 
joint discussion. In addition 


| pr 
The participating countries have . . . agreed to pursue in concert Ww: 
policies aimed at the maintenance of high and stable levels of em- + th 
ployment. . . . The participating countries will at all times co-operate le 
in the improvement and exchange of information on employment re 


problems and policies, including information relating to the national 
income and its constituent parts.?!4 


211 Jbid., Chapter 7, p. 113. | - 
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d limiting | The participating countries are also continuing to work in 


lt of the 


ration, jg 
s of CUus- 
tions by 


$ in the 
mall re. 
Circulg- 


ubstan- 


Uctura] 
of re- 
I to a 


e “ad. 
S and 


urges 


-com- 
quire- 
rhole: 


’ 


such 


sting 
s for 


icert 
em- 
rate 
ent 


nal 


<2 enn 


dose cooperation “towards a greater standardisation of products, 
where appropriate, with a view to the saving of effort over a 
wide field, and a consequent increase in productivity.”*" 

Finally, in accordance with the obligations accepted in the 
Convention, the Organization stresses the importance of direct- 
ing its cooperative efforts “towards the re-creation of a high level 
of trade between the participating countries, which can move as 
freely as possible.”?"¢ 

A fact of utmost significance for the future of OEEC and, 
therefore, for the possibility of solving the many difficult prob- 
lems ahead, is that all of the plans developed by the Organiza- 
tion to date—the First Annual Program, the Intra-European 
Payments Scheme, the Second Year Program, the Interim Report 
—have been approved unanimously. This has not been easy to 
achieve. Much time could upon occasion have been saved, had 
approval of the majority of participating countries been consid- 
ered sufficient. But strict observance of the rule of unanimity was 
necessary in matters so vitally affecting each of the six- 
teen sovereign governments and the three military zones. 
The determination of the participating countries to accept the 
hardships and to respond to the efforts required of them is clearly 
and explicitly stated in the closing words of the Interim Report, 
which itself represents one of the major cooperative achieve- 
ments in economic history. 


... the sacrifices necessary to construct a joint European recovery 
programme will be many. The recovery of Western Europe since the 
war has also been considerable, but the distance left to go is longer 
than the road already covered. The effort called for is a severe chal- 
lenge, but a challenge to which the peoples of Western Europe must 


respond.?!7 


215 Jbid., p. 117. 
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